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3 in the specification of charges, the allegod violation 
of Regulation T. 

Do you find in the report in the position in 
March anything with respect to Regulation T with respect 
to margins or charges against Mr, Criramins? 

A I don’t have a specific recollection of having 
noted that in the report, but I couldn’t answer your 
question yes or no without going through this report, 

Q Thore is a section entitled possible violations 
in the report. Would you look at that briefly and let 
us know whether thore is any assertion of a possible vio¬ 
lation of Regulation T in the x ?port. I think thoso are 
pages 71 through 76. 


A I have glanced at then hurriedly and I don’t see 

anything in the possible violations contained on those 

pages 71 to 76 of the Report of Investigation that is 

specifically referring to Regulation T, 

Q Do you know whether or not Mr. Crirrains v;as 

given tho opportunity, which you say is norsial procedure, 

to respond, to a possible violation cf Regulation T7 

A Not having boen on the staff cf the Exchange 

st that time, and not having participated in any way 
in this investigation, I am unable to ansv/or the question. 

Q On the same basis are you able to tell whether 
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* tion > wJiicli is an all-inclusive list of documents 
and other materials which were inspected -- if Mr. 
Crimmins and his counsel feel that these should be 
produced by tho Exchange to support Mr. Crinmins* 
defonso, upon notice I will bo delighted to 
produce them. 

With that, I thi7ih I can resolve very briefly 
for the panel one issue raised by Mr. Hill in which 
there seemed to have been souse question raised, 

Vi men is tho mathematics involved in the report to 
the extent there are summaries of trading volume, 
trading by the Walston rim, participation by Mr. 
Crtains in Four Seasons stock during tho period 
embraced by tho report and charges which essentially 
is November 1068 to April 1970. 

So to resolve all questions on mathematics on 
the trading, the Exchange is prepared to accept 
the figures submitted by Walston and Mr. Crisnins, 
and for the record they arc as follows: 

The summary c£ the total Exchange volume as re¬ 
ported in the daily detail reports by the Stock 
Exchange -- 

MR. BAB: Mr. Rac, I don*t like to interrupt Mr. 
Knapp. Axe we getting testimony now from Mr. Knapp? 

IV>UL rr.3.Vi* C.S.R. ~ stskotypb tic■ucrci — v -<>??2 









91 


M 

so ! 


r *■' <1 

•-* J j 


SS !! 


*9 !j 

2C |! 


MR. KNAPP: This is a stipulation. 

T/-E CHAIRMANr I think he is stipulating to 
some inaccuracies or correcting certain inaccuracies 
which he concedes may 2?.ave been made with respect 
to volume in Four Seasons. I don*t think he has 
completed his statement. 

As I understand, he is trying to stipulate or 
correct r.n inaccuracy that you yoursei£ hove raised 
this morning with respect to certain volume figures. 

Am I incorrect, Mr. Knapp? 

MR. KNAPP: No. That is correct. 


THE CHAIRMAN: Let*s see what he says and then 
you can address yourself to it, Mr. Bab. 

MR. KNAPPi In other viords, I want to correct 
anything where it car. be stipulated to a fact where 
at all possible. Particularly the discrepancy between 
the figures in the Exchange report and those claired 
by Walston and Mr. Criimins ore immaterial. I would 
like to accept the Walston and Criruains version as 


to those numbers and I want to get this on the re¬ 
cord right now. 

The total Exchange-reported volume per the 
report for the period November I960 through April 
1970 was 13,945,000 shares. 
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Milo HILL: Can we have 


a page reference for 


this? 


THE CHAIRMAN: You are talking about the Report 
of Investigation? 

MU* KNAPP: Yes. 

TIffi CHAIRMAN: That is appended to the pleadings7 

m ‘ ^APP: That ia correct. The Report of 
Investigation is based upon a total trading volume 
during that period of 13.945,000 shares. That is 
executed transactions on the Exchange. 

MR. BAB: Mr, R&e, we have had a stipulation. 

Now hs have testimony from Mr. Knapp that the dif¬ 
ferences arc imitate rial. I would just liko to call 
the panel 's aftcr.t3.ou to the Vfalstcn report, their 
appendix pogc VI (Renan six), snJ they go through a 
i-t-ge a..d ccr.cluc-.o as follows: ’’This abating mis- 
statement — referring to the figures of Walston's 
participation in the market of Four Seasons — occurs 
not once but eleven times" fl „ d in the footnote 

to the responses those pages where it appears are 
cited. 

The report, therefore -- talkii.g about the 
Report of Investigation magnified Walston's par¬ 
ticipation an the narkat by one hundred percent." 
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MU. KNAPP: I accept, and the Exchange accepts. 
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the statement made in the Walston and Crimrains 
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responses that the total participation of the 
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Walston firm, including Mr. Crinmins* participation 
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in this period November .1968 to April 1970, approxi¬ 
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mately 15, 16 months, was 3,131,000 shares of Four 



,, 

Seasons corn-non stock, of which Mr. Criianins* per- 
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sonai participation, that of his customers, inciud- 
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in# institutional accounts serviced by him, was 
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394.010, consisting of 2 71,923 shares on the buy 



side p.nd 122,087 sh.?.ros on the sell side. 



Now, the dispute crises not &s to & factual 
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matter, but as to a matter of Stock Exchange seman¬ 
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are better qualified than any of us 3av/yors to 
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resolve. 
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The Exchange’s reported volume, as I indicated 
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before, was 13,945,000 shares during this period. 
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Mr. Criraains* counsel and Walston's counsel 
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the position that in d-oteraiains Walston's 
participation in Four Seasons trading that we have 
to double r.ho nuxubo?: of reported transactions and 
corns up with something in tho nature cf 27-1/?. 
nil" ion shares. Tfco uc t effect of which is to 
cstr.r.sibiy reduce Walston : s participation in. the 
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purchase, or 3, Ibl.OCO shares I say they participated 
in epprorinatcl ,* os* etc of ovary four transactions 
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iX ) -w_ C; im.u'.c' ..fc .'. s \ s»-y i.ivey p&rtici** 

paced ..ii oilu tux or exfi i. f * co'il&n : t cure v.vtat tho 
inure?: as. All >r.cw ;.s that 3,1 31,C00 shares is a 

i-TOit dual cf steer, to he traded in a period cf 16 
I’lOi’th.s, particularly stock selling in the 50, 60, 

70 *s and up, and that Mr, Crispins* ov.vx share of 
that, whether you cal 1 -vx. four percent or tv;o per¬ 
cent. cf 3-4-00') slisros veurosents a substantial 
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part icipacion by one registered representative or 
account executive. 

K 

I, therefore, submit that wo have no issue in. 
this case as to the vclur.c of trading, the number 
of shares traded by V/e.iston, the number of shares 
bought and sold by Mr. Cvisaxnins for his accounts. 

At this point, and I think we should get this 
into the record, unless Mr. HiU or Mr. Bab have 
some specific corient, because I would like to 
got this as a matter of stipulated fact. 

MR. BAB: I would .like, in response to what 
Mr. .u-icpp iuts said, to r*ad just the paragraph in 
the Walston response wrick addresses itself to tax- 
very .issue, because whit ’./a are talking about is a 
hn-ulved perceat swing, aui a." the ugh there v/ns initial! 
a st-.iiV.ir.tiwn .on at, it a uiiclorstood what Mr. Knapp 
said. r 1c .‘Li t d oreceded from v;he.t he was stipulate 

tug to, c.*u’> with yov-i* per fission there is just a 
short paragraph in the Walston, response that I would 
like to put in the record. 

It is or * I in the appendix to the V/alstcn 

respunso. 

•'Tae report contains many errors with regard. 

'.c Walston *r s.cvk.it *>uv : ;i :;.pati?n in the at ecu of I-SN. 
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A most critical and basic error is the following ‘ 
state-sent: 

"iv'alstor, effected on the Exchange purchase and 
sale transactions involving approximately three 
and c. half :r.iilion FSiN shares, one out of every four 
shares of F3?J stock traded c-a cho Exchange during a 
period when total volume in tho stock was approxi¬ 
mately 13,000,036 shares. Report; page 63.” 

The Walston response goes on: "As every regis¬ 
tered representative is .*v??.re, voluus figures'- 
published by the Exchange reflect only one side of 
a treasrr.fieri, the sell ride. Consequently, it is 
total?./ p.islsading to cov.pare the combined and 
totalised purchases ani rales by »*. Kcnbcr with tlis 
selling v;iv a; or. ; : x-:h:..igo» Thu r.bofe figure 
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Mr. Crinvnius in the market. 
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It seems to me that a hundred percent swing 
is very arterial and relevant. It further seems 
that the report, if I understand Mr. Knapp’s stipu¬ 
lation, vs.s issued on the basis of a much larger 
participation, merely, one and four instead of the 
fact: one and eight. Right there I think the report 
is it:? tor dally deficient on that point. 

Now. if i;a art stipulating it is one and eight 
for ‘Ralston, and I will agree to that stipulation -- 

MIU I'dlid'Vz 7. did net ©can to stipulate that 
the participation was eno and eight, I offered to let 
the panel decide end that is a matter for them to 
decide., viiuthur l.-alstcn*s participation was signifi¬ 
cant in rolr.t inn ship tc fl??. total volume of com- 

’■ »•!■,r *1 ff )■?;''? ■"■. 17.0 > 0 oc -f.! <* i; v. <v j» f*^ 

TiiH CH/i iilMAM: hat r.o see if 7 car- recast 


this so the penal has the. correct figures. 


^ — T 

2 W .1 


unde...■£• tuna t-.vto.l '.{cptrtrd volume iurin" the tclo* 
vent per5.oJ. v.r.s 13,945,000 shares? 

MR. KHAPP: That is correct. 

TKIi caAHa-IAl!: Ive stipulate to that. 

Ws further stipulate that the total purchase 
and sains hy Walston curing that similar period was 
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' • !■ U.-.i'u.s " £ZS i’ji'.T'ri PX.-ttfri' »- Tt^rc'rj 7.1 





<< 


r 

?, 

» I 

J 


k* * 


/ l< 

O jj 

I 
1 


i! 

’ ji 

j! 

r. 31 ji 

M ji 

li 

a:; »j 
j 

:.o j 

t; 

•o r\ ii 


It 


%P. 


j ; 

j; 

r>rt f i 

ii 

h 

55. j 

H 


r»*> 


**r. 


2$ ? 


98 

3.,1S1,G0G shares, and of that number of total 
purchases and sales ttv. Grim ruins and his customers 
accounted for 594.010 shares. Is that correct? 

Mil. ICNAPP: I would like to get a stipulation 
on those numbers. 

THE CHAIRMAN: I think if those are to be 
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accordingly. 

MR. BAB: We will so stipulate. 

>!H. KHAPP: With tint one stipulation as to 
a Rate rial t relating to YRiistcn and Crirttiins • 
marhot participation. I would like to introduce into 
evil*...lies Lraicvts 1 to ?.J which have boon mrked 
Zov ;.dc.itj.f.ltwtiti: wit!; ths rcscrvcticn that the 

. a •'•• ’j* k v J li* *>v JLt\ ..CtCiuC J SWi- Ob.it r 

cud fur t«:.ex documents as it dooms necessary in sup¬ 
port of the charges. 

Tii£ CHAIRMAN; Counselor, have you had an 
earlier opportunity to review the documentation 
that is being offered hove in evidence? 

MA. B\3: Mr. R?.-. , L think Mr, Sv: idler of our 
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process, to expose Crlamias to making a rosponse on 
tho pros'ij.'t st&te of the record# 

i'iRo KN,\PP: May I, I think, maybe confine this 
thing to this case instead o£ constitutional gen¬ 
eralities and threats of running to the courthouse. 
I.et T s get dav/n to the issues in this case. 

Ihe charges to a very large extent end the Report 
or Investigation revolve around what the Exchange 
deeics to bo a rather bizarre transaction, the facts 
concerning which are entirely within the knowledge of 
Hr. Crterns, and that is to say a purchase from the 
i.isiccrs ox four Jensens Cursing Ko.tcs of 30,000 
sanies 0/ - Ui; tagisteruojii.ca.red from Vials ton 
“ aiS caacialci frea she Steel! JUehsnso for a cash in- 
.st.. .ui Oi app? c^t.viutely ^6.66 a siv.'.V's when for the 
*‘** k ' r ' ' c “ • Uu *' —« approximate market value of 
t .iw-js shares ranged between one and & half ar.d two 
million dollars. 

uov; f xt war. restricted sccck, surely, but tab 
AI * S Criarains own valuation of restricted stock 
tiXat l£ 2 ^°’ J Ld be accorded c 30"percent discount from 
market, here we had a man coming before the Stock 
Exchange, called down, told the Exchange he had 
3 stocl., or lour Seasons stack. V?hen 

PAhi. **i.Cf.iv. -- ij;> 0 (Y?a nfrcvnift — i.V;*ujy 7.693a 
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confronted with a stockholders list which the Exchange 
procured, ho awaitted* he admitted I forgot 

to tell you I got another million and a half dol¬ 
lars worth of stock from the insiders of the company. 

If you look at Charge 1, which basically 
charges broach of ethical business standards and 
business practices, rot any high-flown theries of 
aiitiininipulutivs provisions of the securities laws 
or indictable subject natters, the burden for ex¬ 
planation of undisputed, facts relating to these in¬ 
side dealings in Four Seasons stock and his contacts 
with the principals cf Four reasons, aril his very ex¬ 
tensive market participation -•» I will strike the 
words "vary extensive" -*• 400,003 shares of a 60 to 
70 dollar seech ssuas to aa to be a lot of trading. 

You gentlemen y.v.y disagree. 

Mil. Illl.h: Can I address myself to that? I am 
shocked by ’what I beer» 

*'3l. Kh’APP: I haven't finished yet. All of these 
facts, apart from the conclusion, are essentially 
undisputed. They come from Mr* Critaains* lips and 
they core from documents presented by Mr. Cricsins. 

The rest of the documents merely give color to, 
give the context of. give a fuller picture of those 
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basic transactions which avo based solely on Hr* • 
Crimsins' testimony and documents produced by him 
or ns to which there is no question about out hen" 

THE CilAlili'iAM: Mr. Kr.app, let me interrupt you, 
iuiC. x an ashing this question merely to assist the 
panel in making a determination. 

Would it not be preferable that vro loam of 
Hr. Criv.mius 5 participation, the knowledge, through 
his own lips, rather than to accept from you a sum** 
wary from, the staff as to what they thought he said 
or the mos-rir/* of v?hs.t Us said? This isn’t cut of 
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HE. :>:AP?: Is it your suggestion, Mr. Rac 
THH CHAIRMAN: i uar-not suggesting. I am rais 
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course, I .nave offered to do by introducing Hr. 
Crinains 1 transcript of testimony into evidence, 
assuming that Mr. Hill stipulates that the tran¬ 
script that is sitting there on the table is authen¬ 
tic. 

THE CHAIRMAN: Of coarse, assuming that is so, 
and l just noted that the transcript was offered, 
even though I noted it was to be attached to the 
Report: of Investigation. 
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MR. XEAPP: 

12 

I 

here as 10-A. 
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Mow, pcrhriv. 
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if the reporter. 
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oxh.-.i>ius are nu.aber^c 1 % i.v i'-'S 0 ttzitviii of these 
c jnsi^x. of ie.vJ.os cvnc«'.ani.-.:g £&&/ tii-iss as u&ny as 
30 or 40 different cociuaonijs. 

iild : I think before i;s get over¬ 

whelmed, the panel, with pupsrs and exhibits and 

). -liir.h wo are going to go in recess to try 
to mr.I.e a dc.ter.ains.tion of tn j rulings. 

H?.- : Cm T . v*f.!:c one observation before you 
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jj do that,. Mr. :1c.e, and I don’t want to impose on your 

n tins, but it is this afternoon fox' the first time 

! that I Iiave hoard the charge from a member of the 

j 

Exchange on the record that their real complaint 

>! 

I; against Mr. Crisaains is the purchase of this re- 

•I stricter steel:. 
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; Kot once m ths report, nor in the statement of 
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charges has v.ho assertion boon made by this Exchange 
that there v:as sons thing intrinsically improper in 
that transaction P and indeed counsel, in describing 


j the transbetio.!. describes it inaccurately, lie says 


ho bought it for six dollars a snare end that isn’t 


X4 $| £ f -• bought it for id. 1 ? a shr.ro unu it represented 


a 50-percent discount for hair cut. 

MR. KNAFP: X said in cash, mV, Hill. 

Mr., lilhL: rir~. Thor, why don’t you tell us what 
the rhi-lc purchase price t*cs because it »;»s & 30 * 

. • ,1 ! •. . • „ t, ,• „ _ n • • • 

j* * ** *’ • W »• »# *# P t».«- • "«• O. ••• J V . . 1 k . ai ^ £rK* t) l .'<4 v X0 i 

restricted stock, and there isn’t anybody in this room 
that doesn’t know that to be the fact. 

Idov, if the Exchange thought at any point in 
tine that that, translation wr.s inherently wrongful, 
illegal, imr.orc.1, indecent., we were certainly en¬ 
titled to know that bofor 3 today. This is what's the 
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matter with this proceeding. 

TLis is exactly tho point wo wade earlier 
today; that v.o never had notice of really what they 
are complaining about., and that is now a matter of 
i.ecOiCi -*.7i t-us hearing, and this whole transaction 
' z dosevdbed at page 13 cf their report* It is, 
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(1) the char 
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I don't soroposa, and X don’t think it is iarr 
to suggest ? as has been suggested here just a niowont 
ago, that given this state c£ the record Mr. 

Cri.avur.-i3 Ko c.s?:yd to testify to anything. He has 
nw «• chftvgo that is outside the* scope cf the 

ixc.range's own charge 3 and ho is suggesting that by 
receipt ia;;c svidonco of this amorphous body of 
4?u-,’.it 3 . ard acyfcw a transcript, that the burden 
a- xcot-. be Mr. Crirauaus to ccmo forward» I sub" 
'♦at it is not. 

be just can’t cone to a proceeding where really 
aU "‘ 3 h * vc ^-’ao all day is argue. Thera hasn't 
boon a uor.sel 07 ? evidence placed in the record, and 
wc seoui to fc-3 gradually drifting to a point where 
(~) the charges have just been, expanded. ’Vo have 
ber-n rrnf.'at 'd witn 5 . .W:t »;f Jo ran’.e:,ts. the ralevanc 
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2 | o£ not on<3 particular document have we yet been tcld 

! 

5 j a tout, but notwithstanding all that v/e seem to be 

j drifitug to a point where sosiehow in the face of 

I 

»* - :.ms Mr. Lvanuttlns is to be asked to ccrr>e forward 

I 

6 | eTid robut these charges. That is not a hearing. 

j c 

^ j -‘hat is not n right to examine and cross examine 

*■' ( KiUesS'is. That is what Judge McMana said we were 

{ 

- J entitled to, and I think that's what Judge Lasker 

* 

SO j was concerned about* 

» 

* 

t 

ji THE CilA a-iAN: I thir*Ic v/e have to cut this brief 
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i ih'.app« Wo have to go into session. * 

^ jj *"&• Kf'APP: X would just like to add this* The 

i> case 5.-5 not based on the nurchr.se or sale of i*e“ 
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if 

** j) strictad stock. Mr. Hill, and i don't blame him, 
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- -a t''/•);;» to £rr.g;=sr.tits the case into bits and 
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action v.iin ;cisa&srs of Four 3*i.icons is an aspect 


>;?. a.nd a jaaterrai aspect. I want to make that ver” 
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clear. 
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iJi’d ChnAIiHAW: i;e will go into recess, gsntle- 
n*.si;, for approzitmtoly ten minutes. 


(?.cccso taken.) 
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new charges, end the while thing is that we don’t 
know what mo arc defending, 

Wc rccoi'/od on Monday a letter from Mr, Knapp ~ 
MR, KNAPP: 1 would like to know what you are 

referring to, 

MR, BAB: I will bo happy to let you know. 
iTU’j.czdp .T would Ii.<e to mark it as a respondent*s 
exhibit. It is a lottsv dated July 13, 1973, from 
Mr, Burton Knapp to Mr. Thomas Hill, attaching what 
appears to bo the first five pages of Exchange’s 
Exhibit 37, the so-called chart. 

?-m. KNAPS’: That i* Exhibit 3 5. 

MR. BAB: I think ve ought to have it marked 
so cn.it tho p'ro.l kiiov/u what I arc talking about. 

MF, Jl-RHF: Ssfpc.-.fent’; Exhibit 3 is a letter 
to Th?rts Vr e Mil -‘'tom Mrtcn L, Km: pp dated July 
lo,ls/«>, 

(The letter referred to was narked Respondent’s 
Exhibit 3 for identification.) 

THE CfLMri'iN: Yen keep referring that you don’t 
know what the charges are hero. This oanel thinks 
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it does. 

I am reading 

from 
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Charge 1 

, a Charge 2 , «■ 
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Charge 3. 
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I think I can show you i;ha problem. 

THE CHAIRMAN: I in confused. If counsel 
says he doesn’t know w-r.t the charges arc, I feel 
I know what the. charges are, and I think this panel 
knows what the charges are. 

MR, BAB: Perhaps I c«?.n put a little doubt on 

it if I go through Mr. Knapp’s later document. 

As I look at this oocuiient, and I think the 
first f?.va pages are pre bably the same as vrhat the 
panel received -- 

TN2 CHAIRMAN: You are referring to Exhibit 
37? 


J.A :! 

MR 

. KNAPP: 

Exhibit 
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The exhibit submitted by Mr. Knapp is 36. 

MR. BAB: Ne, as cctnsel for Mr. Criiamins, rc- 
coivod on Monday only Respondent's Exhibit 23, which 
is incoupleto on its fare r.nd appears to be the firs 
five prges of that the panel was given this morning. 
T.ic stipulation features', into last v/eck was that wo 
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pation by a hundred percent. 

Now uc ere revising the roport in this Respond¬ 
ent's Exhibit 3 by agreeing to tho l/alston numbers, 
which are substantially half of what tho report 
states. 


U jl 

.. ii 


2 ! THE CHAIRMAN: I think it was stipulated to at 

3 tho iCt J t hearing. 

f> j KR* BAB: Eut there is more to it than that. If 

10 jl '/ ou tuvn t0 ? a d c 7., at. the top of page 2 of Respond- 

fj 

H jj eIlt * s it then talk: about whether or not: Walston's 

13 1 participation and that of .Mr. Crinmins was sig- 

i 

IZ i nifleant in regard to the total volume. 

» 

24- jl Noil, tnr.c is not the charge. Tho charge is 

tf: j extensive and concerted riarket solicitation and 
r.l ’ activity, Thet*e is nothing hero about extensive ' 

4* 

cc*:.c vrt-sc. activity e Uni/ have changed the 

i. 

.. j key. 

H 

ii **• j - 1 *-*** « ^ .u Uw t u'w 

i' 

yy «. that was in the charges *s V'.j read them. That is 

21 j! now deleted. Is it nc longer an allegation against 

1, 

|| * Crispins? I'e don't know and we submit that 

vm i' noitlier does the Exchange. 

»• 

I* 

’£i\ •{ T.C; CHAIRMAN: Let me iaterrvpt you on the one. 

LM. f 7 thiri: the voluno participation cf Ralston and Mr. 
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Crinmins in J ; c»ur Seasons trading has some relevancy 
as to the oxtt:r.t of his relationship with that com¬ 
pany and participation with that company with rela¬ 
tion to Charge 1, as background. 

MR. BAB: It may be -- 

TliE CHAIRMAN: Not standing alone, obviously, 
but it does give someone some background as to the 
participation of Mr. Crimmius and his firm in this 
particular st(tk. 


MR. BAB: There is a world of difference between 
extensive and concerte-i activity and significant 
activity. 


THE CHAii-MAN: Tiirt is for the panel to decide. 

kR. BAB: Yes. bin the charge has been changed. 


Are wo coxing in here with mxe kind c£ a claim 
t'vit .initially tlis must he beyond a reasonable 

doubt and sv.de only it iv.c switched to a clear pre¬ 
ponderance? The star* arrt seems to be changed. 

T: J .E CliAIIiKAN: I wn't think it substantially 


changes Charge No. 1. 

MR. BAB: Let me show you the other changes 

nc.de. 


TUB CHAIRMAN: Ear,:?tally, it is 
parlance, to an insider type, 

RAUL Fitfti.-lil, CmTy.in — <t iinouxe. rkw.vhi ~ 


referring, 
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in 










■1 


MR, DAB: Has the lecchangc withdrawn the 
"concerted anil extensive participation 17 charge or 

allegation? I don’t know if we have to meet that 
charge in this proceeding* 

THE CHAIRMAN: I think that is a factual deter¬ 
mination rather than ono of trying to characterize 
what substantial or inconsequential is, but it will 
be determined by the panel, 

MR. RAB: Is the respondent put to his proof 


to shew there was no concerted activity, or isn’t 
he required to meet that allegation? Concerted 


12 ii 
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carries connotations, T. think, that are fairly sig“ 


mf leant, At a wj ;;aca.u something like a conspiracy 
chargo? YJhat docs concerted participation moan? 


THE CHUIS-iAN: 


language* ippet.r? 


’.‘■There in Charge 1 does that 


*♦;<* 3/uJ: ic appear > about throe times, Mr* 
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THE CHAiniAH: I would like you to direct us 


20 ji t0 y° uy remarks as to the. charges. 

\ MR, 3AJB: It appears on page -- the first time 

i 

-2 1 appears is on page ii, which certainly has a refer- 

* •} 

23 .1 ence to it, the bottom o? the page: ”As disclosed 
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24 j tlio facts net forth in thr, report, this effort 
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■» : .UiVoi’.r.i l ;l,.o c.z live soil .‘••.it?, tier of nubile customers 
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by Mr. Criranins and other officers of Walston as 
well as their c oncer tel activities to develop sub¬ 
stantia] institutional interest in FSN. This ex¬ 
tensive market, activity, in which Mr. Criiamins was 
a principal participant," and so on and so forth. 

THIS CHAIRMAN: I think the facts will speak for 
themselves, the relationship to thoir participation 
in the marketplace as compared to other firms or 


*0 

» 

i 

! 

other individuals. The 

21 

Whether we characterize 

12 

i 

• 

i 

tion to the volume figu 

23 

1 

» 

i 

to determine. 

14 

t 

h 

f 

MR. CAB: Then, if 
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Respondent’s 5, this is 

16 
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at the top of pave 3 


snet.her mistake iratlo j.r. the record tr to the hold¬ 
ing period. 

The secont. paragraph on page 3 talks about Mr. 
Criamins* beneficial interest and his stock and his 
percentage and so forth and relates it to section 3 

of the report. Section 3 of the report does not 

v ® . 

otherwise men.ion Mr. Criwnins, other than to make 
a conclusory statement that he had a close rclation- 
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What this second paragraph is on page 3 is the 
addition of an allegation to the section on report 
3 which did not previously exist. 

Moreover, to ths extent we arc dealing with 
an inside“information question, this whole second 
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Now, on page 4 oi Respondent's 3, in the second 
paragraph, they revised the report by withdrawing 
an ailegutioj:. They vi tie raw the allegation with 
respect to Mr* Crittcii 3 in relation to t & sc-'Cailed 
numbered accounts which were maintained by Walston 
in Chicago. 

MR. KNAPPj There never was any charge made or 
implication that Ur. Crir.mins had knowledge of the 
numbered accounts. This is cut of this case. 

MR. BA3: Tint is exactly the point. It comes 
in the body of the report in which all these materi¬ 
als arc discust ad ctc« ari.-.ing a close ro5.aticr.ship. 
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TI1E CHAIRMAN: Mr» Bab, I must go back again.' 
Maybe this panel is incorrect or doesn't understand. 
V/e arc considering here Charges 1, 2 and 3, as 
specified. In the course of that investigative 
report which was amended to the complaint, if there 
are allegations about other matters, they are not 
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liar.it ourselves to three 
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the American Exchange on 
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complaint of November 7.4 
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MR. BAB: On cage 5 
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paragraph "•* and tho r::l 


Respondent's Exha oat 
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that the undisclosed per 
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30,00* PStf shares :rc:t fc 


rr.c-nt ciri'-lcinis nr*, on terras v.’hicn put hat*, aeaviiy an 
debt to these individuals, even when viewed 
separately, do not measure up tc Exchange str.rdards. 

I don't believe chat charge is anywhere in the 
November charges. Th.it is an entirely new charge 
which we have been hi: with for the first time in 
four years. This anv ?: tigatior. or inquiry started 
in 1969. 

V'lf CHAIM*/.''!: It is not a charge before this 

•t • If! r • . * • /• i' -s . 
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panel. * 

MR. KNAPP: That*3 correct. 

THU CHAIRMAN: It is not specified as a cliarge 
before this panel. This document is not evidence. 

It is rerely narked for identification so we hav** 
sonothing in the record to know what wc are speak¬ 
ing of litre. 

In a. sense, if counsel chose to put a little 
legal argument in thero, perhaps ho has, but it 
is not evidence. 

MR. KNAPP: It is z matter for the panel to 
drcids, 

THE CHAIRMAN: Dut vs do not dsen that any 
additional charge has j^ca nr.de by this document. 
There I .at been uo naenduent of this coaiplaint for 
Specifics.ticsit; 1, k and 3, The panel at this time 
••/ill limit itself until such tin?: as there is some 
formal an.enditijr.t, aiu! ihsrs has be sn none, to those 
three specified charge>< You will be permitted to 
address yourcoif as to whether tha Report of Inves-* 
tigaticn, which I think is now marked for identifica¬ 
tion as Lxhibii 2. sho ild be, in whole or in any 
part, admitted into evidence. 

I wc-uld like to <j.j back zga:.j* ana go through 
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counsel? 

MR. KNAPP: Yea, I ara. 

THE CiLMIOiAN: Mr. Bab? 

MR. BAB: Mo object to the characterization on 
this list of the exhibits. V.s do not otherv/ise. 

Tho actual documents ire will stipulate, but not 
the characterisations«, 

TliE CSJAUWAN: Exhibit 16 is admitted. 

(File o 5: 14 dccur-c.nts vo Walston and Exchange 
correspondent c cor.ccrr.ivig activities in Four Seasons 
stock, hsretc fore marked Exchange Exhibit 16 for 
identification, was received in evidence.) 

TliE CHAIRMAN: Exhibit 17, That, incidentally, 

is a request to the Federal Reserve Beard and an 
opinion letter fram tl,~. Federal Reserve Beard, I 
assuiifc. dated April ?.•'* , 1672, 

MR, BAB: ’.Ye do ;.ct challenge the authenticity, 
but it his r,c place iavid oneo» It is a matter cf 
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1971. It has i.q part as fact material. 

Tilii CIlAIiuAN: It will be admitted. The Board 
will dcternin-a its weight after perhaps hearing more 
with respect to the legal interpretation. 

MR. BAB: That opinion is based on a number of 
facts or assumptions, factual assumptions which we 
challenge. To put that document into evidence with¬ 
out the writer being hero to find out what I;o based 
his assumptions on. or whether they were material to 
his opinion, vc bolievo is prejudicial. 

Ain I incorrect in believing that those two 
documents are. one fron the American Stock Exchange, 
requesting an opinion, and a response? 

HR. XNAFF: Yes. 

THE CHAIFMAI!: Vice there any other correspond- 

ora 5 or re *:ration relating to that 
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Miss Hart? It obviously does not identify a broker¬ 
age firm, identify an issuer or identify individuals. 
Was this letter particularly addressed to the 
Exchange's feelings with respect to the particular 
case and circumstances against Mr, Crinunins and 
Four Seasons cad Walston? 

MR. KNAPP: It was specifically addressed for the 
purpose of an opinion cf the Board in this case 
involving Mr, Crirmins, to ay knowledge. 

THF. CHAIRMAN: So tho factual situation in 

a sens-..# hypothetically was the Exchange’s view of the 
actual situation with respect to the V/alston matter? 

MR. WP: Precisely. 


THE CHAIR.’LAN; Their opinion as to what the facts 


were? 


k-*» i direct yen:.* attention lo tho last 

paragrupn on t,vo first page, whore the writer of this 
opinio. says. an 2 ? t rt.;'* ive s ~mi 

* * »• ... «... «.. » V ^*Xi ■»«.'! ll V t. w V V b 4 

you stated ora-ly to the Board’s staff 

THE CHAIRMAN; feu are reading the reply from 

the Board? 

MR. BA3: The reply to f*!r. Gordon Nash, who 

also is not here; "However, you stated orally to 

the Board's stuff on February 1, 1972 your under- 
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star.diiig that the brokerage firm subsequently con¬ 
sented to the acts of its officer,” 

That is one fact which. v;as given orally by 
Mr. Gordon Nash, who is not here, to Mr. Greenspan, 
v;ho is not here. We don’t know the basis of the 


assertion. Ia fact, we challenge it. 

Indeed, Mr. Knapp challenges it in Respondent’s 
S, which we put in, which v;e discussed, in which he 
says this whole tiling was undisclosed to Walston. 


If you recall, the one X said was a new allegation. 
Mr. Knapp said it was the Exchange’s position that 
this restricted stock purchase was undisclosed to 
••a A s t on. 

New v/s have an opinion based upon apparently the 
Exchange* s rejiv os a neat ion that Walston disclosed 

MR. ICvAPP: Fun-'n r;nt;;l 1y. it is based upon tho 
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.W.-.C.ligvS *•>.£ legal ViCV/S, 
which is a natter of an ultimate determination by the 


panel. This r.?.n be given whatever weight the panel 
chooses to attach or not to attach, 

THE CHAIilMiM: Keeping in mind your arguments, 
we will s.disit Exhibit 17. 

(Correspoidenca exchanged between ASE and 
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Federal Ileserv* Board, heretofore narked Exchange 
Exhibit 17 for identification, was received in 
evidence.) 

Mil. BAB: We have prepared a memorandum directed 
primarily to that opinion, a memorandum-of law. 

THE CHAIRMAN: Can it be offered during the 
course of your presentation in defense? 

MR. BAB: If it is the panel’s disposition to 
put this document into eyidon.ee, we ought to put 
our memorandum of law into evidence. 

THE CHAIRMAN: Would you identify the exhibit 
you wo ilc. like marked for identification? It will 
be Respondent 1 :; Exhibit 4. 

MR. BAB: It is c memorandum of law dated July 
18, 1973, a memorandum of law in support for dis= 

missel of Charge 3 ; That is tho Regulation ”T M 

rhrrj.e 

T ? ;r» k v *•; • : %• , ,« .. . ^1. : '• ? 

i .%jl* Vj.A- %... • .; ; « . «« .t w v : v vAt.*. i • 

Ml", EHAP?: Not to the memorandum itself. 

I object to the conclusions stated. 

THE CHAJruLlN: VJsIl, we may ask to hear both 
sides further on this problem. It will be admitted 
in evidence nv Respondent’s Exhibit 4, as identified. 
(The maxorandum of lav; referred to was marked 
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cano froa an authentic source or where it came fron, 
we would like it. 

MU. KNAPP: J. offer it for the United pur- 


T!!2 CiLAIRVAN: Can wo stipulate rather than the 

fts-'.t, stipu.lr.tr r.s to his percentage in dollar 
str.ent in the Montgomery Company on the record? 
MR. BAB: Wo will stipulate that Mr. Crisaains 
limited partner in Montgomery; 


pose 

of 

show!::;-; 

partner 

in Mont 

inter 

est 

in Moi. 

pose. 




TUB 

CiLvIPiv, 

do cum 

1 3 

2 o wi'* **. 

i lives 

t;.V3 

nt in t: 


MR. 

BAB: 

was a 

two -pore u 

that 

he 

put up 

with 

ill*. 

t inter- 


VI id 

CHAIiK- 

/OU.'.Ci 

h • 
«. • 

mo be;.u 

MR . 

.TAB: ; 


r i» 

i..n 

CilAlIM 

Knapp 

7 



KrhiPP : 

5 Co. 

C.l 

tad Jon 

tion, 

wh 

ich I v» a 

there 

is 

no obi 


CUAL'-k-tvi: So hit total equity contribution 


VI.i: CiiAlj -V v.i: i > that acceptable to you. Mi' 


KNAPP: Yes. There is a letter from Walston 
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experience of this business to an intelligent 
evaluation of the facts c And to facilitate that 
determination and to focus and I think quite 
fairly so *- the panel's concern only on the activ¬ 
ities of Mr* Criiamins -- I have under very consider¬ 
able labor over the last week given all the things 
that occurred to provide this roadmap or gu5.de to 
the course of conduct constituting a report. 

To be blunt about .it, there has never been, 
either i:t this hearing or in any of this vast 
array of documents v.s hsva seen, any real explana¬ 
tion of the transactions between Mr. Crinunins and 
the three principals of four Seasons which resulted 
in Mr, Crimmias r purchase, on very unusual credit 
terms, or a very substantial block of Four Seasons' 
stock, Questions were caned and never answered. 

Was this a gift? Was it for services rendered? 

Mi?, BAB: I have to interrupt 0 This is the very 


20 

(i 

•t 

point you 

rai 

sod t 

ilis SiC 

rning. 

Thi 

s is not in the 

2-1 

ft 

ii 

I 

charges. 

It 

is in 

this 

latest 

pise 

e of paper we 


32 

! 

have gott 

on. 

You 

overt i- 

led my 

objection on the 


23 

1! 

ii 

grounds i 

t VC 

s not 

a cha. 

- S° • 

This 

is irrelevant 

and 

24 

«* 

highly t.*r 

ejucl 

ic5.cl 

in ti- 

a nature of 

testimony by 

Mr. 

r, "• 

»% il/ 

» 

I! 

Knapp. 









li 

h 

PAUL 

H:.Gj 

v:rv\. <11 


warcc mc.—ai 

T-Oiii 



i • 










E-38 





241 


n t! 

3 i; 


* !» 


" i 


4 ’.i 


5 


9 * 




6 i! 


? f ; 


s ii 


. i? 
9 i; 


?.o 

?.:i 


“ 6 


*s r 

t. 


14 |i 


?.* •' 


i ■ 

V 


l. 


SO I 

• ■ u , 

I 


a? 


•*•■/** 


f 


2S i 
23 ! 


I 


I 


THI3 CHAIRMAN: This panel*s impression is that 
wo are sitting and v/c intend to sit on Charges 
1, 2 and 3. ,: 1” is obviicusly a bread charge which 

includes the relationships o£ Mr« Crimmins with 
Four Seasons, his knowledge of that company, con¬ 
tacts with that company. It is broad, but to a 
degree, I will repeat, we are considering Charges 
1, 2 and 5, which are laid out with sone specificity, 
MR, BAB: V/s are now discussing the report as 
being offered in evidence, I don’t think this dis¬ 
cussion has anything to do with that issue, 

T;!B CHAIRMAN: well, if he intended to sulks an 
offer of. proof, and chit is all it is being taken 
as r.ot ov.vie:?.c 2 , 

ihu tacts stated in section 5 of 


• liv 0 -U t, .1 


ti-.-i r co i.’r, dvi:- ,»ins : two purchases rro:n 

the th.vci principals ct Four Seasons of 30,000 
shares of frer 3 saawiU. ? stock, the Exchange stands 


squarely upon the facts stated in the report, not 
one of which has beer, denied or challenged by Mr. 

Crtaming at any point in this proceeding. 

Tho only explanation we havo gotten so far is — 
that it. was a perfectly legitimate transaction. 
S/'srybcdy ho/.-, v rriovud stock; it is Mr, Crijcnins 5 
sikVh C— i.Tsttvswi aw-; {••»■£?. — tuvvt/ 
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own personal business. Tho fact that ho didn’t dis¬ 
close it to his firm, to his customers or to the in¬ 
vesting public is irrelevant to the charges here. 

The uxchaxigc's position, very simply, is that 
that transaction, standing alone, cannot be isolated, 
.-.f you turn tc page 6, with items in chronological 
order 1 through 37, detailing Mr. Crimmins* personal 

i 

business contacts with the Four Seasons* management, 
his efforts to promote interest, in the stock, the 
fc-Ct. that wails all this was going on he remained 
heavily indebted to the principals of Four Seasons, 

- r-h..ps .... -v... dementi.-. question relating 

to Charge 1, 

hhy, in all of tho thousands and. thousands of 
stockbrokers in the United States, was Mr., Crispins 
singled out by the 99itfu*4*9nt of Four Seasons ?s the 
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stated in the report, in the exhibits, particularly. 

Mr. Crijanins' own testimony, to cast upen Mr. Crimnins 
t.ne bureau o.v going forth to explain those transactions 
in. the context of his course of conduct. For that 
a ou.->c.n, tr.e .import o.c Inyc-stigation, to the extent 
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i- is based upon evidence provided by Mr. Crioaains, 
undisputed natters or record and testimony of wit¬ 
nesses subject to cross examination and call, should 
be admitted into evidence, with the panel being free 
to attach whatever weight it wishes a t the conclusion 
ox the entire hearing, after hearing Mr. Crimmias. 

MR. EaB: All 7. can say is that that, to me, 
is a rather shocking statement. There is nothing in 
this report which says there is something intrin¬ 
sically wrong with the transaction. There is a 
claim. There is a rule S claim. It is one of the 
myriad of facts originally set forth. 
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called a report and submitting it. somehow, at a 
disciuljniiii*y aeav, tne individual -*• in this case, 
Mr. Ci* inn ins •» - has the burden cf showing he ha s a 
satisfactory .raplanatiun for what, I am frank to 
sr.y, lochs like & k.'.nd of purchase that happens very 
often, ...ndesd, if this gees much further, we would 
put in evidence to that effect. 

You used tiv'- term ' fair play." Let wo say that 
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due process, whichever *:e are talking of, it is uho 
satac issue. Ihat is jv.st rot what the hearing is 
about. 

Mr. Knapp, in his .long discourse, talked of pub» 
lie disclosure, disclosure to the public, the cus¬ 
tomers and so forth, Well, this is not in this re¬ 
port and I don’t sac it in the charges. This is not 
coreo-ling u:\ut we don't have a yery good answer to 
that issue, if it is an issue. • 

I suppose I ought to give you the answer now 
since Mr. Knapp h >.3 mentioned it. Mr. George 
Cabell, the compliance officer of Walston, testified 
tiiers vie .3 no ruic to do this. In his view this 
CrissiAias* transaction, in not reporting it to Walston, 

— s Perfectly correct, “ believe it is on page 15 
of our , 

ivo just aon’t know what issue wa are facing, 
lHj; CiiAIIu’o’.Mt i'.-Jjen yo«* prepared your answer, which 
j. b a ■/a reed, drd you attempt *•- to what extent did you 
attempt to address yourself to this enciro Report of 
Investigation in your answer? 

MR, BASi Y/e tried to respond to as much of 
it as we could, v.\\th this qualification. We tried 
to use the Walston response, which had been submitted 
?dUk fSf!!/-:A, CiS.Fi. trr;;w,-.sv soo-vra — cArsWy 7-c->.'2 
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previously,. to re£i;r to that as to those natters of 
which we just had no knowledge. We had to rely on 
Walston. 

In our view, there are so many innuendoes and so 
many cor.cl tsory statements, 1 can’t say we responded 
to every innuendo or conclusion in that report. 

Wo probably did not, as l am learning today. 

THH CHAIRMAN: I assume your attempt was trying 
to .limit yourself to areas directly affecting your 
client or transactions? 

MR. BAD: That is the vice of this whole prob* 

Xetu Vvc iwivfc never been able to do it. That was the 
reason for our latter oZ December 1971. 

In 'tho charges, seeking at the first page, there 
is a whole SvAtcetciu; hare, Charge i(.i), the special 
rclctij-.shrp. It i.icl etc:; the access which Walston 
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To what extent. d.C5S that allegation refer to Mr, 
Cr inn ins and to vhat eitcer.t does it refer to ether 
officers of Walston, other than. Mr. Criuunins? To 
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relate only to Walston? 

I just don’t blow# We don’t have access to 
the other officers mentioned. All wo can do is 


answer £cr Mr. Criirains, which v/e have attempted 
to do. 

MR, KNAPP: I think we are getting confused 

between legal standards and ethical standards. I 
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think the panel should keep in mind that tho funda¬ 
mental issue here is one relating to matters of 
ethics and business standards and whether the total 
course of conduct created a conflict of interest 
bccuoc-n Crispins’ printry obligation to his Gus¬ 
to;/, era, the invsstfcsnfc public, and tho Exchange, 
and his cun seif ~ir. ceres t in trying to enhance ths 
valuo of tho four bausons stock which ho received frern 
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the insider:; o£ four hoc sons. 

This is on ethical problem, a business problem. 
It involves standards of behavior which are critical, 
in lay view, to the development and growth of this 
industry in the long run. 

TllE ClIAIRMAK: What concerns mo, Mr. Knapp-- and 
it could be an entirely different situation had the 
report addressed itself solely to Mr. Crinmins is 
that ycu era asking vj to t\Ue into evidence s 
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Report of Investigation which obviously covers tho 




X 


3 

4 
8 
6 

? 

5 

£ 


'f 

iW 


.1?. 




ir 

— «j 


•* •? 


• 4 »*. 

u’j 


f 

i! 

)! 

i! 

r 




/V«J 

.v«V 


22 

as 


«•> -» 


i. 


■I 

.? 

!i 


activities of other individuals and firms in the 
overall Four Seasons situation. Frankly, to deter¬ 
mine its weight wo would have to read the entire 
report. 

You are tolling us that certain portions prob¬ 
ably should be disregarded by us to an extent that 
it is not directly relevant to the client hero.. In 
fact, when it refers to certain testimony, that 
testimony isn’t even before this panel, for us even 
to weigh whether the characterizations in the re** 


ports arc correct. That is what disturbs me. 

MR. KNAPP: Tho testimony of all other wit¬ 
nesses, other thin Mr, Cr ir.nnins, has been v/ith drawn 
specifically by the Exchange, 
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Mil, iCsAPT; If you would very quickly go tlirough 

the analysis, it is confined strictly to Mr, Or i mm ins * 

own activities, keyed chapter and verse to his own 
testimony and other exhibits put into evidence, with¬ 
out rareretc .2 to the testimony of others, and pages 
on the reported investigation, 

J. think it is a legitimate area of the investi¬ 
gation, in a report of this type, for the Exchange 

r+r j» M i*r' # *>* M * •*» 

S J fcf k v »« • ! •* j » witiu*^i /✓£? *;Ar,fiy T*(//j2 


E-45 







243 


1 }» 


2 ; 


3 I 

4 


5 ii 


<5 j 


7 ii 




9 : 


io jj 


II 

u v! 


B 

£2 ij 

a 


is ii 


14 ! 


20 j. 

» L 


22 


; 


23 l 
I 


•Vi, 


t i 


9 r F 


staff to suggest conclusions to be arrived at as 
a result of the facts. You gentlemen are perfectly 
free to ignore those conclusions or follow those 
conclusions. x 

Based on those facts, you may come to some 
other conclusions, as Mr. Crinuains may come to some 
other conclusions. I think we have made it very 
clear during the hearing. 

All wo want before the panel is the totality 
of the course of conduct in the context or Mr. 

Crinnl3is* rather unusual dealings with principals of 
Fcuv. Seasons. 

THo CliAiRi*iAx<» !;• a no trial legal proceeding, 
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1 c 'Ut us to background, 
where one loaves or is incorporated or doss business 
and then you get into basic charges. And those are 
set forth with specificity. 1, 2 and 3. 

Generally, could they relate t.o Mr. Crinunins? 

If he v:sre to deny certain factual allegations which 
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those charges -- the plaintiff would have tho burden 

; of establishing those independently, not just laying 
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out the complaint and saying there it is. They say 
ji it isn’t true. You say, "It is true. He has to 
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i‘ overcome it.” 
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This Report of Investigation, it seems to me, 
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I; k as been incorporated as part of a speaking complaint. 
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Frankly, it is enough to deny certain allegations, and 


certain of this hr;s independent evidence. Some of 
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these exhibits certainly have sound evidence which this 
p:.Uwl cCi l iX cjnncwt-i.cn v/rtn the charges. 


This is ashing uc almost to accept a speaking com¬ 
plaint which in many cases has been controverted by 
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Kt-Ai’P: t.’c: are talking about, a matter of 
pleading. This is one thing. We are Uiking here 
acornr. a acif.riug wneve v/s have now spent the better 
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part of twe days putting in evidence. 

THU Cl!Aim'AN: Tills Report of Investigation is 
in your pleadings. Yen incorporated it in your 
plead laps. 
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MR. KNAPP: Now v.e are at a hearing where the 

f.’.cts rod;.ting to >'r. Criimuinr, stated in the Report 
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Of Investigation, have now been referenced with re- 
snoct to Mr, Criosiias* own sworn testimony in two 
interviews by the Exchange. 

THE CHAIRMAN: That is in evidence and can be 
duly considered by this panel as it relates to the 
specified charges. 

MR. KNAPP! This is what the Exchange rcliss on, 
It is now a natter of evidence, not a natter of 
pleading, 

THE CHAIRMAN! Thai, is in evidence. We are 
spaaking of this report, it is not just facts, 

Sonet.taes it is conclusion*. 

MR. KNAPP: KUich the panel is perfectly free 
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ids primarily of Mr. Criasiins* own 

testimony. To make the panel’s task simpler in 
evaluating those Zee tc, we have gone to the time and 

trouble of preparing this chart which you have before 
you. 

Before tho panel decides that the Report of 

.'.nvcoctgnt-.ou should or should not be admitted i.i 
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evidence, lot Mr, Criruiius' counsel go through items 
1 through 37 o£ the analysis, tell the panel and tell 
me v:hsre, in any respect, any of the facts stated 
there constituting a course or: conduct are inaccurate 
or not buttressed by evidence, including Mr, 

Criiurniiis' own testimony, 

Tho orly way that the Report of Investigation 
car. be excluded, in r.y view, is that Mr. Crinmins is 
now prepared to state he is repudiating his own 
prior testimony. Then we have to start from scratch, 
I agree. That testimony stands as an accurate, 
authenticttcd version. 

THS CHAIRMAN: .’3 arc not talking about deny- 
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ir.g Mr, CrimMias’ test due ny in evidence. It is 
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j 2:00 P. M. 

THE CHAIRMAN: Back on the record, gentlemen. 

The panel took the opportunity during the lunch 
hour to carefully consider the question as to whether 
to adni-t into evidence what has been marked as 
j Exhibit ?. for identification, the Report of Investiga¬ 

tion by the American Stock Exchange dated March 1, 
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1971, 

It has determined, for a variety of r< .sons, net 
to admit that document into evidence, with this 
caveat: that this document is in the record of 
uhi7.s j.r«c5ou.’.i/.g cs c.m att&Cumoj.t tc t»xe American. Stock 
Exchange complaint. To the extent that it refers to 
matters directly relating to Mr. Crimmins, and to 
the extent -t/'.at these areas e?'e addressed by the 
respondentanswer -- in other word s. this doc’wont 
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matter. icmcmv.ch sis it is at to chid to t,i ■: complaint, 
However, to r.alce it Cio-r, it has not been admitted 


into evidence in those proceedings. 
You may proceed- Mr, Knapp. 


MR. mi’P: With tho exception of Exhibit 27, 
on which I think we are about to roach a stipulation. 
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hundred thousand dollars, 

HP.* KNAFP: That is on unregistered stock. 

TUB CHAlR/IAri: Is that a net profit figure? 

HR, K>L\yP: Yes, 

Tlii C1LMRMAK: I think he is asking you to stipu 
late that Mr, Cvi'.ivnins made a net profit in trading 
transactions in his Four Seasons of $596,862,50, 

MR. DA/3: There are a couple of problems with 

it. First of all v/e see trading. If we lock at 
the schedule, 7 don’t-btlieva any stocks were sold 
by Mro Crimsiins which were n.:>t held for a minimum of 
si;: no’ithso is that the kind of trading ve arc 
talking of? 

THJ CHAIr&IAk!: I ?.3fiuno you mean opan market 
transactiou!, in Four actsc as securities? 

MR. .vdtdf; Ucvreut* riflcctsd i;t nxhiuit 2V, cn 
the transcripts of Mr. Critciins ; accounts, 

'ilf: Ciii .iRMAN; Mar, chav: to so stipulated, and 
then we car. receive Exhibit 53? 

MA, BAL: If 53 goes in with the full detail 
and tJi-3 explanation.; v;c have no objection, to it, 

THB CHAIRMAN: 1 propose we p^t Exhibit 33 


into evidte.ee cad wo will also note that they have 
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actions in Foul* Seasons and v/e are talking about 
open market transactions -- is $396,8 62.50, 

MR. KNAPP: I also ask for a stipulation on the 
profit Mr. Crituains made on the sale of his 1500- 
share interest in Montgomery Company, or. which lie had 
a cost basis ol ? $3.35, which was sold in the November 
1263 secondary for $58.50. I come up with $83,750. 

If I ait wrong, I would like to bo corrected. 

MR. BAB: We do not have that number, I don’t 
sec the materiality of it. All the evidence in 
this record is that Mr. Crimuiins was a two-percent 
limited partner, the piece of paper v;e put in this 
morning, the letter to Mr, Lee, 

lie had nothing to do with investment, decisions 
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sid 4 r. 1 tion, if it can be agreed upon, What weight 
it can be given, the panel will determine * 

MR. KNAPP: Tiiis information was presented to 

tho dMChanc--,, indicating Mr, Cri/imins had substantial 
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losses. In making that statement, certain profitable 
transactions were overlooked, including the 1500" 
share interest in Montgomery, 

HR, 2A3: Doing some quick arithmetic, I think 
the number should be $5 2,500 because the $58.50 
is the gross price, which included an underwriting 
commission, 

MR, KNAP?: I will accept the figure of $32,500. 

THIS CHAIRMAN: It will be stipulated on the 
record as Mr, Crimnins' not profit cn the sale of 
his 15C0' chare interest ir. Montgomery Company, 
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mm if *7 Cri-7i’ r is 5 put. ion r lesser fi.gurs 

than timv; and I will accept it, 

}ip , r</._ .<; This: doctifiont in com in evidence., as 
I understand it, Exhibit 55* lit acts out all the 
numbers as near as ve can reconstruct them. It 
identifies them and puts them ip. context. V/e will 
stand ca the uociuaeiit. I don't think I agree with 
his number. It was pulled out of context. 

Ti’E CH.UKMAK: v es the document is in evidence 
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and 2 think there was no objection, by you, 

MR, luv'APP: I did net introduce Exhibit 33c 
THE CiL\ I It? LA.I'I s But you did not object, You 
voiced no objection to it being pc”,: in evidence. 

MU. SKAPP: It wes put in evidence by Mr# Bab. 
THE CHAIRMAM: With. tho c&voat you would get 

a stipulated record on the profit on open market 
transactions for Four Seasons, which you received. 
You alto have a second stipulation as to the profit 
in the sale of his interest in Montgomery Company. 

MU. XNAFP: I con’;; think there is any harm in 
getting a stipulation on the record as to corcmis- 


T'T CHAIPMAJ-!: X do r;f*t have the exhibit before 
mi» fry''zhi.h+t ~ < Air-*‘lay commissions 

generate!,. »/ CritJEins in ths sale., or Four Seasons 
ruicuviruvc. sas.vs e.nu salesV 

MR. BAS: Xt has a total ef net corailssion* on 
public, transactions or. this Inst page, The gross 
figure :. $ 210^ 000 ard C4 , C00 is the nec, 

Tiili CHAinMAiJ: Is that the precise figure i/hich 
was in your proposed exhibit„ Mr. Knapp, $34,130? 

MR. j'NAPP: Is that confined oid.y to Four 
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Seasons? 

MU. BAB: Yes, 

MU. KI4AFP: Thoa I accept ti e $64,ICO as the 
ne t cosuuis s io ns o n Pour ' So as o ns c 

THE CHAIRMAN: As set forth, in Exhibit 33? 
MR. KNAP?: Ur.iet' the circumstances, I with¬ 
draw Exhibit 34. 

(The do ctunen t referred to, heretofore r.arked 
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?.n xt by which, i do rot wish to he bound. The cn.ly 
tiling I wanted to confine it to was the jtaterir.l which 
was just the subject or: oar stipulation. 

THE G.AIRMAN: Ne will designate it r .3 Respondent 
Exhibit No, 5 and withdraw it as Exchange Exhibit 33. 

(Bocu’j'unc re commission figures for Mr. Crniaains, 
was withdrawn s.s Exchange Exhibit 33, was re-marked • 
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as Respondesitfs Exhibit 6, 

MR. BUilHG: Resnoisdcut’s Exhibit C for identifi¬ 
cation is 3 menovarcluci in support of dismissal of 
the charges by reason of tho Exchange's failure to 
support then by adequate cviclsr.ce,) 

(The memorandua referred to was marked Respond** 
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ent’s Exhibit 6 for identification.) 

THE CHMRM/Ui: Mr ; Bab, your motion is denied,, 

I think the record is clear at this point, as prop** 
eriy in the pleadings cr in ovirlsncs, of the fact there 
has bin’ll no denial 'ey Mr. Crirmins and that in fact 
on a certain date he participated in a transaction 
ard financed the purchasing of Four Seasons securities. 
The question :1s whether that transaction was violative 
of Regulation U T.” 

There 'is s*o denial by Mr, Crir.ur.ins that ho 
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will try to 

roach a 

determination 

, because 

we do 


have a ftCtial dispute* v 'e have whether the legal 
consequences of that transaction, were in. contravention 
of Regulation ! 'T* •’ be in fact may ask for no re 
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legal discussion of both counsel on this point at 
a later time, 

bitji rospecc to Clio purchase by Mr, Crianains 
ci: unregistered stock of Four Seasons, that is not 
tienioJ by kin, It is not denied by him that it was 
c££ecti*.i off the American Steel; Exchange, 

The question as, i/c.s there a duty for Mr, 

Crimjiins to report it to the Exchange? lie admits he 
ti.^c not, a ns Exchange has stated that that violates 
a rule of the New York Stock Exchange, 

V.'e think the evidence in that regard is sufficient 




Again, it is z question, perhaps, does this 
mo com template or dees it certainly include all 
transac c.-.ei. s or do vs it not apply to this type of 
transact ".or*? Yo?:. can a*.*"ue as tc whr t meaning of 

the rv.lc is. 

In so far as his participation in transactions 

in hour Lea -ions , lus relationship with the company, 

certainly, ‘(*1 trout making r.r.y opinion as to whether 

it sustains the case, there is evidence before the 

panel r.aw w.th rcspect to his testimony before the 

Au.rrxct a E;.'.ha *»ge other donum-a-ns which are 

Ih «•- cAi-vavts m jo-sit* — av-wy vusc>» 


E- 57 








I 


273 


6 is 
<3 

7 


2 ! 

3 

4 


! 


|j 

3 1 
e> $ 
9 ii 

SO i! 

u 

u 

it 

n l? 


£.£> 

53 T; 

i- 

54 P 


'T ij 

i ft 

!i 


li 


S'i v* 
h 

V C* .< 

t! 

2-3 ij 

2?, f! 

1 
i! 
il 
23 

I 

»! 

>s 

... Si 




related to this, The weight wo have not yet detar- 
minedp but they are in tho record and will be 
examined, so wc deem :i.t appropriate that it is 
sufficient so that wo will deny the motion to dis- 

7oiss. 


I'd, MB: Assi3ij.ni; all you say, that goes to 

Regulation ,; T ,: and Rule S, Charges 2 and 3. I re¬ 
spectfully urges at least, since those documents have 
just been put into evidence, that the panel read 
those documents against our uc;,ioradiin, We just 
do not thithey support any charges of violation 
on Charge 1. As to that issue at least, we ask you 
to dismiss. We are perfectly prepared to go for¬ 
ward on tho Regulation M T M and the Rule 5* We will 
have r.or-.* ovIS-m.-so m it, 

*?:*"$ W- IRM'-.F* 'J. p.-a net precluding the fact that 
w/itn the par.c-ii suosc^uotruly ;ui opportunity to 

rw?,u men .ti-4 c»very owo of ti.o vin.iibits luu in e/i- 

i am not 

forecasting what conclusion we will roach. At this 
time* we thirdc there is sufficient evidence at least 
to cause us to erected. i/e do ru t have grounds to 
i;er*edlately dismiss. 

. KNAPP: In this discourse on documents 
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contained in this r-.i-rioi'andua, I wish to point out 
tha'. the principal clocunont is Mr e Ci'iniriins* own 
tos-iuiC :\y , 10-A and 1G*-I> and the connecting exhibits* 
This nes»07iiEdun does roc deal with Mr. Crimins* tes- 
c ItiO r.y, But the chart f pages 6 through 10, squarely 
dco.i.s with :>{.?. Crinaains* testimony as to the se- 
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xac i.ual dispute that tli„s purchase o£ the unregistered 
stock was rarvie by Mr. Cr imr.ins. Ho has freely ad - 
matted it was. It is the legal conssquar.ces of the 
transaction under Regulation ”T," th« legal conse- 
•';V *' 5 :C r 5 of a tr a-tract ion. not having boon reported 
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Cartai: ly., from tit a onset of this prcccsdin-T, 




7 i: '«> th^psaivos , there has been no 


:cac fuel c is pa ta that certain tra tactions occuri*sd e It 
is the legal consequences which flowed out of it. 

f } R ; BA;?-: He are talking primarily of Charge 

l. 

TI2I CHAIRMAN: This--is perhaps a more difficult 
one to charactriri?,e. S.irsco there is evidence before 
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us and the transcript of testimony v/hore those 
very siafctt-ro wore discussed with to, Crinnins, there 
are admissions by Mr,. Crinuinc. Whether these ad * 
missions give rise to any violation of American 
Stock Exchange regulations is something we will 
later dec or :a i a e, 

MR, 13A3: We are preoared to go forward. I 
wish to say for tha z'coord that I do think wo are 
being prejudiced in going forward at this point 
since wo received only this i&orrJLng this so-called 
readmep which to. Knapp prepared, which apparently 
relates the documents to his charges or allegations. 
Ii wo go forward now, it is in a sor.so blind. Wo 
s>i*e right b '.c.h tv the question c f what kind of cuso 
we arc de^l in?, with, 

VJiE Yin roici Ltu.y :1s not in ©vide-nce. 

I t iii ci i’OcU (he*p c 

<• i W ••-*> 4> J -*• V ill CL C O' 1 

wlity or re.cvc.rc 3 the dssmeuts have, Otherwise, 
t;o have 24 nuitiyle exhibits . I suppose it is up 
cvoryoBD here to try and nr.ko a determination «*• 

TUB CilA.XP.MA.iJi On final argument, both of you 
will be* free to argue as to what eyidencc has boon 
adduced e.t this proceeding, a ad to argue what 

^ v*.!i»*yVK*. ««• P.Vchy 7*5932 
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conseque/jccs, if ar.y, should flow froia it by this 
ps.y.ol 0 

MR. BAB: In putting in a defense, uo aro not 
actually sure what \;n are defending against on 
Charge l. Charges ?. and 3 are pretty clear. I don’t 
know what in Charge 1 is intended to bo a wrongful 
act, r.;rl I don’t know to what extent tho documents 
put in today aro in scopert of any, if at all. 

• i • 

Wo third: r.ot ary of tho so-called wrongful 
allocations, if that’s what they are. That is tha 
heart cf our problem. What are we defending against 
hare? 

THH CHAIRMAN: I think Charge Ko . 1 obviously 
r.ust refer to the ingredients i:i the complaint. 
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, you tan help the panel in that 
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nllcjac th-tt !-j?. Critcjf.rs had a close relationship 
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wit:: this c:-.pv.:*y r?d ver active in its stock; and 
thoTSj is iotitui.g per so illegal at all ebaut that. 

. Is it tha purport of Charge 1 that Kr. Crispins 
obtained r.ai utilised improperly insider informa¬ 
tion, ttatcviul inside information? 

MR. KKAPP: Ko, it"is rot the thrust of Charge 
1, if yew. vr.d ths charge itself. The essence of 
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Charge 1 is an undisclosed conflict of intorest 
brtt;eon Crtains'?orsoxsai interest, enhancing the 
value of his unregistered stock, under conditions where 
ko «ras hosv-.ly indebted to tho principals of Four* 
Season*. That created a conflict with his duty to the 
investing public, to his customers, arrf to the 
fanefcaeze, to avoid, ns an Exchange mcsiber and living 
J -' i0 Sj ‘ c ‘ irkr « e standards, the appearance of action 
indicated or dictated by his own self-interest. 

7d5 ChlAIJWfvN: May r add one caveat to that, 
because l want to ask you sonothing about it. If 
Ch£it is so, for the sake of argument, would this 
nave been a conflict of interest that perhaps fron a 
staid point could bavo been cured by disclosure? 
lU ° thoy * ord3 ’ v * 3 ** Allure to disclose his 


vclnticnshipa vnii his cvnarship of stock, or was 

i 1 ' -'.i'•'••.--tj,, . 

. v —-*i- regard ess on what extent 

•; -.*3 ,. . . ...... 

-■j *-t*vw u.r;i.c to customers or 

prosp ce tiro cut tor.arc? 

MR. hHaPP: Lot's get to the heart of it. The 
nature of the transaction and the non-disclosure was 
such that it really cculd n&vor b« disclosed for a 
nur’.ber of reasons, including the following of why it 
could novar bson disclosed: 
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Number 1, the arrangements v.'ore made prior 
to the November 26, 1963 underwriting listing Four 
Seasons on the stock exchange. If these were disclosed 
and Mr. Criron ins is not a stranger to tho securities 
ln\/s or steel*, exchange regulations *•« it would have 
to bo chart cterixcd as underwriter 's compensation* 
Socond., Vfalrsto/i would have had to disclose it 

i 

in all of its research bulletins, r.er.oratda, stuff 
which wont out to tho public about Four Seasons. 

'Rid CHAIRMAN: Had they disclosed the various 
transactions that arc addicted by Jir. Cvimains, at 
least in purchasing tho stock -- 

IfH. KNAPP: This transaction could novor have 
cor.a about if ho had disci®sod it. 


^ C" <>>*•: !' •' r* *t . *"<• • •*. r; r» r» * * ■ a y* ^ 

'• * V » .. • m ^ •. l>* W mti.J W. • W J.O «i 4 

» 

liitil ;,r /-.rciw.co fron the three 


'• T * • - 

*- • « - 


principals r Four Seasons* it could never have 
c:r.c rb;nv: if there h?c. boon disclosure because the 
ririii ccuicl zia longer have acted as under’.a: iters for 
Four Seasons if it had been apprised of this trans¬ 
act io n, 

HR * EA3: ’ibis isn't so. Montgomery Company 
and Walston hod restricted stock in Four Seasons. 
The/ had it lorg before Cr lava ins did. I don't la vow 
Ff.O ?A!A, CS.P. ~ s ww/js r.a-ft-r^ - tt«s.y i-«a* 
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what they are charging. That is the whole problem* 

• TiIE CHAIRMAN: Are you saying h'alston would 

1 1 

have been procluaei from acting in an investment 
ii 

banking role had they found thoy had c;n employe© who 

had mads r.n investment in unregistered stock of tho 
I 

i company? 

i 

h 

‘ KNAPP: l don’t think it was just the in- 

I 

j vestment ia unregistered stock. If IZ c Criswins had 

tl 

vnit^on cut his check for the full purchase price 

?! against delivery of the stock, we might have had a 

jj different situation. 

THE CHAIRMAN: That goes to tho Regulation 
Ij ° 

MR. KNAPP: No„ it goes far beyond it. 


22 j 


o*, W 

I 

ry . 


Ti^ CKAiiiMMi: The fact ho had not fully pr.id 


fer it? 


% n ■)! FKAPP: /?. th-5 ti»RO hr rnt nelivwrv pf the 

<1 

XV. ;• tivst block of 10,000 shares, ha had not paid a. 

I'J nicl:^ on account of tho nurctew price. He paid 

.> Ii ‘ 

ij port:ant or: the puvehaso price approximately one 

2- l| month efier lie had gotten delivery of tho stock. 

!i 

22 Ij Now, wr.r.t is the rolatiozisnip betv/eon a buyer 

23 jj and sailer vhsn somebody delivers 10,000 shares of 

| 

It; j; stock vfith an ostensible -value, based on tho narkGt 


?.t that time, cf sosetrfcere in tho area of about 
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$500,000, where tho purchaser does not put up a 
nickel? That is a. vcocy relevant consideration, I 
would think, to any ucsibor of the investing public 
in buying I'our Seasons 1 stock. 

The first purchase was supposed to have been 
cor.3u?.aatsc! 50 percent in January, $17 5,000, and 
50 percent six months Inter. The first half was 
paid appro:: irately a no nth after tho stock was do- 
I iv or cd to My . Cr irt-xi i ns. 

How did he pay for the stock? iio sold 4 200 shares 
of Fc-ur Seasons, free stick, for $500, 000 and only 
used £17 5,000 of it tc wake the first down-payment 
on tho first block. 

Before h.-i had paid the balance cn the first 
6!ock c they3 mss a tvcr.cstous surge of activity in 
Jesi Gcnson.. 1 stock, Mr. Crri-irtins was oi.treraely 

Cy i vlio Clj* y* ^ ;T i iJ i t* i &££ c, 

• * • , • ..v ' * 

i viuv tiasens. Itewu 

was ccrcii-g out on a franchise progrsa. 

Eoforo that was announced, lo asii behold, Mr. 
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Cr inn ins r-ado ai'isn 

*>'T 

•< 

51 

% 

;j 

slier as of u-ir^giate - 


M 

li 

HIE CiLtir-MAK: 


it 

:» 


«• v*- 

»*• 

ft** 

cr.2UQont« 


Iv-xL/i. W.S.V- SkS-SirVPS IXKWrOt — C/.'div 7-6C32 






i 

admit 

6 li 

well p 


1 

10 

i 

U 


*3 ! 

fi 

s.4 a 

a 

, , i' 

2 e; (t 

*"■* j. 


S3 ! | 

i 

21 !! 


** fl 

f .| 
:: l 


MR. KNAPP: That is factual. 

TM3 CHAIRMAN: Arc you saying that really th» 
activities of Mr , Cr inn ins, most of which ho freely 
admits, that he ret with this company, he knew it 
well, and purchased ucrogistorad stock, and later 
he found occasion to sell certain shares of stock — 
that just t o.so activities par so, because of V7alston's 
relationship ard the fact that he may he.vo customer 
deal lugs, was an unfair or inequitable tyre of con¬ 
duct to ocgr.go in, or those events created such a 
conflic t of interest that it was improper for hia 
to proceed? 

MR. KM -P?: The charges are not based upon 
isolating a:ul frnjsvso.nting it, I say that that trans- 


f.c v. :.o r, rr.a:.'J:<.cg 'ey itself, rs.i?sd vary serious cues- 

Z - -»* 4 ,*> r V'* ^ r ...3 j v - 4c.-, c+y .C *i»i. ~ 

cfcr.rr'GS ere lot based cisv.y ca that. They are based 
vpor. a corJ'nrrranrous course of conduct, which are 
facts stater, box®, 1, 2, d, 4, ct cetera, in 37, 

.THE CHAIRMAN: I think, if I would road Charge 
1 aid brs.iV. it down, as X recall the tostineny of 
Hr, Cris&iac, ho did havo close relationships 
with individual,s of Four-Seasons» Ho has never denied 
it. Ho introduced it to institutional accounts, as 

WiC.VJ.-^ CS.Ii. — kiv-.v* — u^/ca, 7.5532 
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I recall « He uoes not deny it c Ho opened aisi sor~ 
viced brokerage accounts for principals of the firm. 
He hasn't denied it, 

iou correct inc f counsel f but I aia trying to 
characterize vh&t I utderstand* 

like K1APPj Hell p this is evidence, 
liiS CJ.iIkMA.N: I just v;z>nt to indicate I haven't 
K&cossr.r&Xy retched that cosx;lusion> He had 
assisted Four Seasons in financing. He had r,?.ie this 
financial navesteiout in tho stock uzder the circus* 
stances where ho did rot pay a sy thing down. He. had 
node tho transact ion without reporting it to the Ex* 


p 

10 

1 

access a r i 1 y r e c.c h e 

a ssis ted Four See.son 

i2 I 

1 

finszic ini invosteioat 

t 

.°„£ j 

1 

stances where ho did 

23 ji 

Ii 

nad o c ho trar-sect io :•* 

*4 j 

i 

clangs r.s mi off “ho?. 2 

t 

;i* ij 

to doidal of it. 


T.:q .;-’.l;:ir.atic:: el? •:&?. those thirds I aa relate 
y ycaU *vory*Mr;r t read here, other than 
nicy be ywr c harac a or a sat io ns to tho degree he any 
u've solicited p«>»?ic to buy tho stock, r.s opposed 
to ace;:>ut!!:£_ uo..icited transaction 3 from people, 
is basically knitted by itv , Criaains. 

vN? PP: There is jo question of it, 
i: J .E ThA.IiyiAN: Eut it is the consequence or the r 
1 Oftal rftMificc.tio>is of chore facts which you feel 
givs rise to t violation of Excbf-.ngo regulations? 
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MR o KNAP?s Pr zc .is iii y „ Thor e is no thing vrro rg 
with N2r * Crispins playing gclf with Mr. Clark. 

There is rothing wrong in kia having a drink with 
hira. lJowevor, taken in, the situr.tion o£ tho con*- 
text of constant solicitation of institutional 
investors, nestings of brokers and other people at 
which this very, very 3i?c stock was discussed, ycu 
g cations a cz.ziz.7t leave your c.oar.oa conso and experi¬ 
ence in the securities business outside the door 
h&re ard colic in here aid rot taka cognisance of the 
fasts c£ life, which give color to ell of' those cir- 
cunc time os. 

TK3 CHAIRMAN: As I understand it, perhaps disclo* 
sure of thane -» let's suy hypothetically, siccc I 
r.M r:crtr:i.:i *?hr.xt 5.;: ir- th*. record -- that lit, 
firi r, s di" ‘"5‘c id*/ice ruch a ,v ’. «y ry^ customer he 
sneiro to t:u.t *:s owns st* nuch stick: 

‘ 5 i km\j this corapLiny, r.:ri you know I have an 
r.cccunt for e,vtr:il of thvir pr lie ip cl officers,” or 
"fle you fcsov I In/o intrcc.uccd institutions to the 
Four Seasons T stock?” 

Even hr.i he disclosed thut, tho circumstances 
were such that it just wouldn't have cured it „ 

JLR« KMiFP: Kit in my vi cv or the view of the 

5v'<.i»L. M'.O. V»r>".. C^.Fu •«•* i vi'-nr,-* •» oA*jty i-tnz 
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2 Exchange,, Cf course, it never did happen. I 

3 | think maybe the fundamental j.csue can be stated; 

4 j «rno teas Kr. Crirsnins working for? Was he working 

5 j> foi. Four Seasons or was he working in the interests 

t! 

6 J • of his customers? 

7 IKE C:I*\IRIiAM: x deliberately added the In- 

^ j sider aspect. I wanted to isake clear, was there 

9 j any such allegation? 

j 

i 

' lIR * K^AFP: The charges do not depend upon 

| .... 

IS. . t-na oissenination or niouse or inside information. 

12 j As part of the pattern or conduct, however, 

13 ! access to inside information would aearn to be 

j' 

14 ij very clearly indicated by the pattern of facts 

i 

-■5» j that are indicated in the roadmap. 

i 

-* ij -*'•*' IL.C iuD, is chat 8Q22S assist- 

ji 

c - > cu - Tart r.;oro fortifies ay feeling that 

li 

* 5 | there is the allegation that Chore is sufficient 

~Ji evidorea ir. the record for the pens! to reach 

j a dateruilrxtioa, the transcripts of the teat loony 

Zl ; Srsd tb2 various aspects,, I think they cer- 

J 

22 . to.inly bear evidence relating to there various 
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relationships and transactions recited in specifi¬ 


cation 1, 


IHl. BAB: Let Kia use if I understand where we 

U *1 r v i * f /• «•» /• •*. 
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have arrived at 


There is no allegation of the 


use of inside information? 

TilF. CHAIP.iSAN: That is what I understood coun¬ 
sel to say* 


i’iR. B«.B: There is also r.o allegation hare of 
non-disclosure, because indeed j.t is my recollec¬ 
tion that this question was never a3ked with re¬ 
spect to customers. 

There is also, at page 16 of our response. 


an excerpt of the testimony that Yx 0 Cabell, the 
compliance officer of Walston, gave with respect 
to disclosureo I will read it c This is talking 
about the restricted stock purchased by hr. 
Crimioins'o 

This is footnote IS. It is Kfc. Cabell being 
asked by LJr 0 tucker a question with regard to hr. 
Oriiurlns 1 restricted stock purchase we arc speaking 


of here. 

'’fir. Zucker: Yz 0 Cabell, io this type of 
transection something which would normally receive 
clearance, or you-would want to clear it? 


"Mr. Cabell: Not normally.. This is a private 
matter between Hr. Cricains and the parties he 
is dealing with* 

F>iUL C-C.fl. — SiXarr/K — tArcky i-gkz 
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"Hr. Zucker: So your attitude would be that 

he wac perfectly correct in not brirxgi'.ig this to 
the attention of Ralston? 

"Mr. Cabell: Hint's correct." 

If the Walston compliance department took that 
position, I don't knot? what obligation Mr. Crimains 
had. 

‘HiZ’' Cl?AIRi:feK: Well, it may be germane, for 

f 

instance, in the private transaction that there 
hao teen no disclosure to the Exchange. It has 
been cited ciiat no disclosure was cade to the Ex¬ 
change or permission sought for an off-board trans¬ 
action. You can argue whether it is required or 


e 


The E::char.:,-* ban charged that that failure 
constitutes. u violation or. the Exchange. 

til* r^-dl: ‘mere is another question here. 

Auetrier or iluio c j requires it. it has nothing 
to do with the disclosure of restricted stock. It 
ha* to do rich retaining the depth er.d liquidity. 

’iiVL Cb/.J.IiMAh: It would hive involved a dis- 
c.'.oeure that he intended to stake a transaction 
in j?cur .Seasons securities off the floor of the 
ATericc.n Stock Exchange. Obviously, before getting 
i'Al t. f'.V. C...-.. L u~ fUi..T»TEt i>x^/;y ^.Sl 
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permission, you have to describe what transaction 
you era getting permission to do. 

MR. 3&3: Are we back to the proposition that 
disclosure i3 an issue? 

IKS CJJAIki.Al'}; For this panel. When you cay 
there is absolutely no disclosure in any way in¬ 
volved in this case, if you are Buying it C 3 a 
complete genarclizaticr* all the x*ay through, I 
may not agree with you, 

MR. LAB: in Charge 1, is there an allegation 
that we have tc oieot that Mr* Crieaains did ccme- 
tlr;.ng wrong in not disclosing this transaction? 

I cm not talking about the Regulation "I" or the 
Rule j 6 I a.in talmijg o:: Charge 1. I am trying to 
’understand vact evidence we lievc to get to show 
this panel. 

I thought we said. Me. Knapp said, in re 3 nor.se 
to our question, that disclosure was not really 
EateriCi because It wouldn't have cured the situation, 

MR. S0U1: I have: c question about Charge 1, 

Just strictly with Charge 1. It is irrelevant 
whether its letter stock or public stock as long 
a3 he has an interest, is Chet correct? 

I'ili. XiifvrF: Well, the fact that it was letter 
fA’JL, PRC'MtV’, C.S.R. -^mswotto rew-ira — a/w*,,- 7.',5ra 
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stock, I subnit, is far less material than the 
rather unusual credit terms extended. 

KR. SOUP.: I cm speaking of Charge 1, Whether 
he has an interest ii\ it in one way or another is 
irrelevant, as long as he has an interest? 

KR. KiiAPP: There i3 no question raised with 
respect to his holding of freely tradable 8tack Q 

KR. SOUR: Does it make any difference whether 
he ha3 10,000 shares which he bought on the E::- 
change or 10,000 shares he bought from the prin¬ 
cipals? 

MR. r.I T A'?P: 1 can hardly answer it because we 

don't have cny issue with respect to stock other than 
unregistered stock ’sought ou these very unusual 
credit transactions. The question is a hypo¬ 
thetical ore and I don’t knuw the answer, 

TI!E CVATZalSi.U Wholly apart from Regulation "T,*‘ 
as far as the significance of that transaction, you 
are saying that wholly aside from Regulation "T," 
the fact that ha obtained a substantial block 
of stock from principals cf an issuer without any 
consideration being paid whatsoever may be a- 
material point? 

HR. KWJP: E’.it the charges are not predicated 

TAi;L 7XCtA!\ C.f.fi. — sr«-«rvM z&-xnx — vjjoct i<nn 
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on it 0 It could he standing by itself as a very 
material breach of ethical standards of an Exchange 


member. 


1H3 CFAIKKAN: VJholly aside from Regulation 


I>2<:i7 


7 I *13., KNAPP: Yes, The charges are not based 

8 solely on that transaction, 

9 Nov, if ho had engaged in that transaction 

10 J under circumstances where bis firva vcb not Four 

l 

11 ] Seasons' principal investment banker and under- 

| 

12 p writer and financial adviser, then v:e may have an 

13 >j entirely different set cf facto and conclusions, 

U 

14 This vas under circumstances where he vas avrare 

Ip j in quite some detail of the special, relationship 


ITS 0 y 

events end circumstarxes and relationships 
described in specification or Charge 1? 

rSl. K.IAFP: I don't want to be accused of in¬ 
jecting innuendo and all sorts of assumptions into 
this thing. We start out with the sentience of 
events hers, 2ir 0 Crimiaiaa interposed himself with 
fh.*, Clark r uith the Tsai Mansgssjent and Fordham 
University . 
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TH2 CI7/»IMftN: X don't want the case argued 
now. It only came up that lir 0 Eab felt, in con¬ 
nection with his notion to dismiss for failure of 
the Exchange to put sufficient evidence in order 
to defeat the notion on Charge 1, X want to say, 
both to !!r. Eab and yourself, that in ay feeling 
there wii3 sufficient evidence at this point to 
deny a motion to dismiss as to specification Ko. 

1. Kany of the events and circumstances and rela¬ 
tionships recited in that charge are in the record 
at this menrsnt in evidence. Whether they give 
x'ise to a violation is seme thing the panel will 
ultimately decide. 

• ESPwixU 1 !! *. nave a clues tion at this point, 
I don't U::ot 5.f it is applicable right now. 


17 j! K&. Xi'A'JV: Can anyone answer? 

fi 

2ft i| MU, BBI\vJAK: Had Mr. Crinroins reported thi 3 

|| pureaaso to the Aicari.tiCG Steel; Exchange, the private 

| transaction, to your knowledge, what reason would 

T,1 i the Exchange have given to deny permission for that 

transaction? I can ur.darstaad i?i ay can; Bind what 

i 

2*3 reasons they night have, given for a denial of steel; 

«A | v ilea was actively trading. They might have reason 

f' 

««&* t) n it. li isr, evi px*.'>ato crevtsactron Ixlte 

j • . _ # 
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2 

! 

j 

j would ba the conclusion, then v?e will carefully 


3 

consider everything and we will hear final argu- 


4 

1 

: ments with respect to arguing what the impact of the 

j! 


r» 

& 

evidence 5x „ 


. 

MR. B/.«B: Kay v?e have n short recess in order 

1 ‘ 5 


? 

■ to discuss that? 

! | 
i IKS (IDAIRKAft: Yes, 


© 


tr 

f 

(Short recess taken.) 


10 

1 

| TKS CKAISI14N: While we have been off the 


n 

i 

record, we did happen to examine Exhibit 16-L, 

j 

and I thir.lc that is the letter you vjere referring 

j 


12 


12 

1 

* to. rrom fv. Poser of the American Stock Exchange 

i % 


n 

staff to lx c Fleming, Vhllo certainly this letter. 


iff j 

X i-i.x.ih, is cue could well be argued with 


£6 ? 
i 

! re.!.a^.-:cnsi:ip to spj>c.icaLioa 1 c-f the charges, 

i 


v;d 00 *‘ iao5i beat i'li'o Poser cukes no mention of Mr, 


23 jj CriEinlns® personal iir/cstment in Four Seasons' 1 


j 

steel;. 


22 

It cry bo that It:. Poser was aware of it and 

© 

21 

22 j 

j 

23 8 

J 

1 

not- ccncemed about it, or he know nothing about it 
uticl would testify that nad he known, ho may have 

rad an entirely different cc:u:ent here. 


That is why I so saying, yea, this is an exhibit 


r 1 

*■*’ ii whxcTi ci. -Ad olx La t/rgucd by you ±v. ycr.x particular 

*! . • 

(j t ^wL F. .( -At., : t . •— ITCiiYYPS — £Vj» itv 

?! 
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case and % would certainly listen to the argument. 
Ha.?aver, standing alone -- I ora just trying to 
cite one reason why I can sustain it. That is 
an important transaction in these proceedings, 
and Hr. Poser doesn’t give any recognition that 

i 

he was aware of it. 

HR. KKAPP: I can cast light on it. 

TtI3 CBAIPJtf-.il: Well, if vq have any light 
no\;, it would be from Hr. Pcs or as to whet ho lensw 
when he wrote the letter. 

HR. KE&PP: It wasn’t until Kouembsr 25, 1953 
that the disclosure was made that Hr. Crimmins 
m?ned 30,0G0 — 

THS Ci;AlR3AZf: Your state-rent is cot evidence. 

IB. KI’APP: It is the statement of ’*??. Cri-rainc 

'? S V* V 

»— *•» **»#*•* 4 , crw%« «« o 

Tili Cl’AlFOI:\iT: lir, Bab, I believe you wanted 
to say somethin"'. 

HR. RAH: J will say tnis in response to the 
Question raised before the recess 0 These documents 
have just come in. I think the panel hasn’t had 
an opportunity to read them* 

We have just received this morning Mr. Knapp’s 
chart or roadmap as to the extent to which ri 2 
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believer, these documents export the charges. We 
disagree. We thirls we have been put, frankly, 
at a very prejudicial position because the panel 
is ruling without reeding the plaintiff’s ease, 
rfe vlv.vl go forward blindly. Frankly, vs are nut 

in a position to play Hussion roulette with our 
client. 

TI.E CIL'-IRii'ih: Wc are not* ruling that the 
Amsricnn Stock Exchange has sustained its case. 

We have ruled on the motion to dismiss. Is this 
enough now in the sense of a jury trial to take it 
to a jury? Are there ercugh issues or facts 
before us that you can got it to a jury? VJe are 
coking tho’ ruling in the or.'.na context. 

rA2: A 3.1 I would ciihaift is that we 
r " n Ci 7* K S» ktsahor ota, without reading the docu- 
K.sntc, 1 really don’t see haw the panel can come to 
® before weighing ell tbs material. 

oaconUy, v;c have to go forward. I think it is 
fully recognised as to the position Kr. Crimnina is 
in. VJe arc going ahead to a certain extent blindly. 

I thins <-hat t_he discussion before the recess 
indicates we have to go ahead blindly with the 
defense, but we kivrg -jo choice and v& are prepared 

HAH*. F i'.V. I Ci.Il — fcOJSVYSfl C^PCCTE! Otoi’cy 7*sr>32 
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13 l| 


15 | 

4 

) 

« I 
' 8 


to cal?. Hr. eric-rains as a witness right now. 

HUS C37AIRMAN: I czn see sozacthing on 1 end 2, 
and the question is, was the legal consequence 
of the activities fully advaiited by Hr, Crijmins, 
as far as the transection and the financing of it, 
end the face that it \:Z3 not conveyed to the 
American Stock Excliaizgo, if that permission was 
evcir required? 

HR. BAD: That is Charge 2. 

US CKAIRMAK: Specification 1 has a eerie-3 
of relationshipa which, for the most part, Mr. 
Crispins hen not denied in his answer. It is 
whether the consequence or the characterisation 
of all these things in totality give rise to a 
vr.C’lc'-t;.ca ct.*c idericcci Stork Krclir.ngo re^'/*' 
lr.tiers. 'fhay, by alleging this charge, believe 
they do. It will be for this panel to determine 
whether re fee?, they give rise to a violation. 

MR. BA.3: Hell, we are prepared to go forward 
with 11:. Critaaino, with that caveat. 


22 || FRAN K J. CRXMMINS was celled as a 


j 

.. 
*■) i 


<»■> M* f 

S * >J 


wxtnc.33 in his erra behalf and, being first duly 
sworn, testified as follows: 

BIB!;CT mt'IZElTIon 

i'/ .U!. CAM'. fyc.nm — tvciry t-6o;j 


E-79 







Cr iraa-lno-d ir ec t 


303 


BY HU. BAB: 

Q Mr. Crfcaaira, you hove been here in tfc.ic 
fce._rj.n 3 '■ tu ^ heard a lot of discussion about the Mont¬ 
gomery Company mid the purchase of your restricted 
stock in Four Seasons Nursing. Would you just tell 

us fccu it cone about that you ctado this purchase and 
the tcrais on which you did? 

A Can I start fros die very beginning with 
Kontgc^iry Corapany? 

Q Ye3. 

L A PP-o:'.iiiately iz; July of 1SG7, Kontgaasry 
Cocpauy vms formed sr.d n substantial list of partners 
ere invrwed to join llonfcioniery Company nud ciake an 
inveotoat in Four Seasons Nursing Centers of America 
IeftSor Btaa!c - phased on credit * 

,J: rr "' ~!;y tte treasurer of 

Walston & Caojonjr, aa-J tt.- eso-pas?e<mt cranesohip oS: YaaS- 

- * T,J -2 to frtrrze thousand stereo of 

steel;, of which 7. pat up three thousand dollars end 
Mbctgo-.sry cespcuiy arranged the financing of the balance 
through the First National City Bank. Again, I was 
managing the Sperry Rand office at 52nd Street. 

Going rorfch frex Sept enter of 1S57, the cox* 
pany went public in tey of 3L‘.)58. I ted started doing 

p/u n f-i ti 

r * «.ui.'.i, — irc;cr.v; — ?,v:kp t-swa 



Cr Isrzit n s - d ire c t 


304 


10 1 
i 

“8 


13 |l 
<1 

}i 

W jt 


•: if, >' 

!<*’ If 

t . 

vJ 


«. 1 «» 


a tremendous amount of research on the industry 
in general, starting with July of 1967 and 
henceforth, and I was quite enthusiastic about the 
prospect of the industry cud this particular com¬ 
pany. Eared on the aud.ited reports furnished, the 
company had put together quite an impressive 
record. I bought stock, regular marketable stock 
in, I believe, iOsy of 1958. 

At the request of lb:. McCollum, T. took one 
of ora: analysts, who forked on special sifcuationo, 
out to Chianoca city to visit the actual facilities 
in June of 155B. tva both were tremendously 5r*- 
prusjea with the facilities themselves and the 
poop?.c o When 1 caria hack, I believe I bought a 
few hundred shares core of the stock myself. 

The ro’rc cu.m to lie somewhere in the fall —- 


lo ji ~ w rir' i; *G>» **»-«.• <~a±.j Oi. iSuu -- vioat- 

p 

iv p gt-iuuiy dc tpwi.y »..vs to sell half of its 

) 

i 

! position* 

‘I 

?,J i Q Go back a little bit in the summer, whan you 

2-2 j “ task. D:.d you cake any efforts to purchase any more 

??, restricted stock of Four Seasons? 

1 

^ Ike su'.rrer of 1968? I don't believe so. 

« . 

%% ji Q Did you have any discussion with Mr. AX 


yqi I! 


?X }• 
ij 

•>? It 

ji 


24 Si 


•»c !< 


T -U ft .*« » ♦% r» r,-i • 

— STSMtr/VW ROCmft — UAiJcy f««M2 






305 


Crinaiins-direct 

Reuschman? 

A Ye 3 . 

Q Tell us who he is. 

A I hope you will forgive mo. This io quite a 
period of tin© going back. A1 Rauschman, who was the 
head of our legal department on compliance, also was 
a partner of Montgomery Company. He owned, I believe, 
an equivalent number of chares in the unregistered long¬ 
term securities as I did. 

I va3 quite bullish on the prospects of 
tae company. I talked to A1 about poooibly buying 
his letter nicer from him. I believe tha price at that 
txms was around $35 a share. It never cams to pass, 
but I do race11 the conversation, 1 would state that 
x . la.. * avccri;. an wou^d recall ths conversation if 
tf.a qveocioa sere requested of him. 

Anyhow, that transaction didn’t transpire. 
Goi-ng into ths fall of 1 <.'oC, when I got word of the 
fact that Ilcutgcraery was geiug to sell half of its 
position, j. evidenced my displeasure to Bill Flaming 
tn.it I didn’t want to see half of the stock sold. I 

was interested in building a position and not cuttin* 
it in half. 

It ( -v .^3 to *T 2 that tnls was a joint decision 


P/i’JS. MO....Vi, Ci.n. — srixeyvK Mjcarm — eAnhr i-ctn 
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reached by the people who ran the Montgomery group. 
Apnin, I had no part in the formulation of Walston's 
policies cr the Montgomery Corcpany. Basically, I 
was unhappy about the fact that I would see my position 
cut in half. 


I had dinner with Mr. Clark, his wife, Mr. 
Gray, Mr. McCollum, and sir. or seven people in New 
York, sozswfcero around the cud of October, the begin¬ 
ning of I-overt or. I told hi:i of my interest in the 
long-term future of the company and the industry. I 
said I would like to buy seme letter stock. "If you 
and your partners wcuM he interested in selling any 
Bt^cc^c. 1 v.* ir ’"orsGtr.d 5.71 buy? n^' 0 ** 

TIP: CIJAlkiplK; can you identify those gentIs- 
Een Sos ?: * iC vccotM I think it would be helpful 
i-o til.o vbuse are you just described, 

Irij l’l...u.SC: iir. Clark was president of the 

Q Which company? 

A Fou:.* Seasons IJurciiig Centers of America. 

Mr. Gray, £ believe, was vice president of the company; 

hr e McCollua x?C3 a partner cf Walston. Ann Clark was 

the wife of the president. Mrs. Gray was there, as X 

. 3 ^o 1 i.. s,!e is It " a Gray’s wife. I can't recall anybody 

• • 

paw. msc-vai. cr.Jb ... - 


ic-iir/.'f! a spokm - T-asas 
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else. 


3 Q When you say Mr. McCollum was a partner in 

4 > Walston, can you tell us what position he held? 

5 | A He v:or ‘ :ed in Chicago under Glen Miller, and that 

6 I is inhere our corporate finance de par eaten t was located, 

7 P Q Was ks a superior of yours at Walston? 

jj 

3 jj A I d°n*t know if you would call him a superior, 

9 jj but in his area specifically, he was in private place- 
10 j wants. It had nothing to do with the handling of individual 
12 ! accounts, and $5 percent of my busir.es 3 was in the tiar.d- 
12 i Hng ox retail accounts and managing the branch office at 


* 

♦ »y 

>{ 

52nd Street. Hr. I 

s-s 

li 

working with insure- 


!i 

(i 


i* 

il 

ij 

private placements, 

16 

!i 

I as k en } . 


i 

• • m 


u 


-5 

— c 

$ 

wan i'io'c filia r<ae 

.13 

il 

P 

soiling some stock. 


fS 


i> 


l,c " Oi-t;.rely in the 


ii 




S3 

li 

afcock. 

22 

t 

f 

■I'll® stock 

•fc«| 

1 

i 

a normal 6 io count 


x ao&ni. hr. Clerk if ha would check. Hr. Bouse 


23 |j 
S3 | 


•In® stock was selling around $50 a share. I said 
a normal discount for long-term unregistered securities 
is roughly 30 percent. In soma cases it even runs 
higher tnen that in Wall Street, The .stock was 50. 

'..a a ai.Gccunt off the than going price 

cvi. fw.ti'MA, U.MIC. — r.STMiiij* — tAn'w i-tom 
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£tid arrived at a price of $3J a share for 10,000 shares. 
2aoh one of these three gentlemen agreed to sell approxi¬ 
mately the anca rurabar of aliareo: 3,334, I think, Mr. 
Clark, l'<r« Gray end Hr. f^ouse» 

The credit terms set up were set up by their 


i jj x.awyers, no: by nyselr 0 I received correspondence sub- 

j 

w j sequent to tni3 frc:.i Jack Andrews, who was the director 

i 

£) j of tfcs company, but, ;aorc important, he was outside 

# I 

10 Jj counsel to the ccrprny. Pursuant to those instructions 
« 

12 j on credit arrangecants, naturally, I followed the terms, 

I 

| hr.ct I did basically was sell r.y long-term 

|) 

l.-? Jj position in tserketebls occur it iso, which I had bought 

J 

14 jj in Hay, I odd those out, I believe, the following 
Ji ■ 

111 j; February anti paid the initial parent 7. was required to 

1 

' A ' ji • v '" vl/C}'.. ! v0 wi’:. rowcxvec tLs check in March of 


]j 1 y:+*& Hr. Clark — I told him I was in- 

W j! ******* ** r. pe'iticu in the stock. At that 

2D j ti^a, it vaa a list la different marketplace and we were 

i 

Zl ; ail enjoying 9ctoa“hing different. Euoinea 3 was quite 
2 .;i jj brick in inost securities. 

„ r li 

ji 1 nsgotiated with He, Clark to buy sera oxr- 

i! • 

*** jj sVor ^<> t asid I would like to buy an additional block. 
,f?.* *' At that time, I gov? him a dsrn-nayresnt of $50,000. 

,1 f‘Al/*h P;tVM.. C..C.R. — s:a:;y/pi rrKixsi — Tws.sa 
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THE CHAlkkAH: Can you Identify the date? 

THE WITNESS: Approximately the end of March, 
1969. Subsequent to that, I got correspondence from 
his ccuzjss 1 again, outlining tha credit tenn 3 that 
they had r aqua steel, and this time they said they 
wanted to keep the stock in the attorney’s office 
as collateral, and stipulated there would be a 
six-percent interact charge on the second block 
of stock, which I didn't object to. 

This is ccuething which is very paramount. I 
did not set these credit terse or arrangements. 

They were established by counsel for these three 
gontlevciartc 


Than I gave thou $175,COO, the three gentle¬ 
men, in Jarunry of 7.970, for a total luveetnant on 
ay of*$405,000, 

iSl. EAis: At the door is tteusebssn, who will 
be our watucso. Is it all right for him to 

stay in the room until he Is called? 

THE CFAISiir.h: There iG a question of sequester¬ 
ing W 2 .hi.icseesWs will call hire at such time as 
ycu foeva cc.np7.3hcd yoirr testimony. Do you wish to 
put him on traced Astsly and rp'** , ll Mr. Crirsains? 

r SR. BAB: Hc-w lerg do you plan to run this 

‘x +*— JTTJXJJVyS 6C-S-T71 — r^rJny M'). 1 ! 
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artcrr.ocr., so we can perhaps plan it? 

3 j ^HE CFAIUi-AN: Cur thought was we would prob- 

4 | Q hly reccsc at five o'clock. 

i 

5 i’iR m 2AE: Ferhapo we can finish this oegTierst 

0 ' v;ifcii Cr famine and then put Mr. Raus chasm on. 

F 

V ij if that is satisfactory, 

r 

t 

** | THE CZAIFli/iH; Yea, 

^ | F/.S: Kr. Kao, or. Respondent's Exhibit 5, 

i 

p tier cchea.A^e of the procits and losses, on page 

-■ || tV‘Q to t'£*nt exhibit, the actual dates and places 

i? ' ( ac ^ payfisents of this restricted steel; are set forth 

23 | precisely, farhaps the pa^el wishes tc look at it 

■. in connection with this testimony. 

|| : if you fcava extra copies, I would 

, . I; 

~ <J ij-• Gjipreciu.:^ it. 0 . 2 . 2 ause 1 Till have some questions on 


-•a j» 

SI 

?.<. ■! 
!i 

?$ i! 


..CJ 

... II 
,, ,1 
1.1 j{ 


ii *‘* A » 2i-.£ ; : V/a do have four extra copies of them. 

|j b ’a vo&rr^og to pegs 2 cf cite exhibit. 

20 j{ BY MR, DAB: 




r.? ‘ 


Q Will you continue, 

A in wfcat particular? 


a j ^ what n «~ happened in connection with the re- 

Lo j Sw.’ictG'i stock? Sic. you cake any other payments? 

jj - 4 1 iV'VS c chuck, the total of which was $175,000, 

S } M ft. ***%>.« 4* .f* <* 
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In January of 1970. 

Q Do you know the total amount you paid on tha 
restricted stock? 

A I believe it v;ag $405,000, 

O And wliat happened to that investment? 

A The stock is worthless today. 

Q Could you tell us whether or not you viewed 
your puroncse o>: tea restricted stock, your purcfaaoe, ao 
be_n3 any different thou the purchase Montgomery made 
earlier ox ti e restricted Four Seasons stock? 

A Hone whatsoever. 

Q Can you toll 123 briefly why? 

A Again.. I had bought letter stock. I had owned 
u\y first latter stock pure?*F.ao by Koafcgocvery in l"our 
Seancni? lfcrslr.? Ceat-ro, th~c’r;h Kont 5 c®9J:y Ccnwny <?ct~ 


■'•7 fl oec.ic to *.'12'. * c* y. 1 jj•'. which I b.od cn prod'5t 

Ji .. 

4.0 |j io to, unero waun u auytn.uig different ox* out of the o 


■it/ ;j 

ij 

-0 p 
ji 

•m Ij 


*?<:• ii 

*-•* n 


j 

1 

2 S ?| 


*° ttG » wasn’t; anytaiug different ox* out of the or- 

binary iiewi wii&i; v had '.one back iu July of 1967, when 
i bfci’.^wf tive stock in early Koveaher of 1968 and again 
in March of 19-59. 

!*IR. £JvB; This is a geod place to break off 
£iid I can 1 ir.c itr. Jn use liman on, if I imy, unless the 
panel wculc like to eck Mr. Criirnins any questions. 

TDE CEAIIUiA?!: If lis cc-y.es back in, will you 

i *v..vJo. - — z\<:\3\y;u ovsveft — ea-.-ij, v<v:a 
. 1 M ' nm^ ^ii i.. . i i J g< E _ 88 r 
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stop for counsel to have cross examination? 

1*21. BAB: Ko, vs will finish our direct of 
Mr. Crinairs. 

THE CXAJ.IVIAN: Is Mr. Eauschman's testimony 
going to b» brief? 

MR. BAB: Yes. 

THE C’lAlRi-IAJ-T: Do you have any objection? 
MR. KHAI*?: I will agree with whatever the 


U li 


33 !! 

34 II 


(j 

MV It 

i;p j: 


r* ; + 

ii 

20 |j 
I! 


panel wisher,. ' 

THE ClIAIRiiAH: Then suppose wa bring in Mr. 
Heuschaian. 

CHitaerc temporarily eticusad.) 

A L 7 R E 0 J. RAUSCH M A H wan called ao c 
witness on behalf of the respondent and, being first 
duty c rora.. ttsfeifisu &s J&liuvs: 

.V-LJrjiwl Ju/.s:.Vi ».L‘.u d. ..c-ih 

BY HR. BAB: 

Q Mr. Et.ucazxffiia, would you just state for the 


AO j| record your r.a-ra and present place of employirent? 


2* |j A Alfred J. Rauacretea, vice president, Reynolds 

i! 

22 j] Securities, Inc. 

| 

2-h 'i Q Can ycu tell ua v.here you were employed during 

I 

?Xr tiia period 1933 and up until the end of Fcbruerv 1969? 

,8 

^ A I wac at Waist?" £ Co., Lie. 

;! PAUL FRl.-.l"/., CS.i; — .r>-cr\?j es'WiTsr — c.viiiy ion 
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Q And vimt was your job? 

A I uao vice president, director of compliance. 
Q Did you lata*? Frank Criisains, the reopoedent 

here ? 

A Yes. 

Q Can you tell uo whether or not Frank CristEnins 

nad any rcie in the icar.agcpiont cr compliance program 
of via Is tor? 


10 1 

{ 

A 

Eo, Frank Cri 

1 

11 j 

i 

branch on 

Si 3 -:th Avenue > 

12 i 

j 

Q 

lierc you a li 

is i 

»• 

Company? 


A 



14 )( 

•j 

A 

Yes, I v:ac a 

iS jj 

Q 

Did yen have 

1*5 jl 

§ 

decisions 

£ or Mon t 3 cr or 

S 

37 »' 

A 

! J 3o 

'i 

Hi 

Q 

Do you hiiOW k 

‘1 

•'•s' A 

a 

Yea. kuot?. 


Q And what is year arujuer? 

A Ke didn*1 trake then, 

Q Do you race11 a time in 1558 when Mr. Cricnins 
approached you with respect to the possibility cf p”~* 
chasing restricted Fear Seasons steel: that you owned 
through Moritgcrary? 

P/viL —■» SZUAViVX K-JIXS7ER BAnfoy 1-C/ii?. 
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A Yes. r.s g cattcr of fact, I do. 

Q Cmx you tell uo generally what happened? 

A I don’t remember whether I called Frank or 
Frank called :te. Kc'Jcvar, aa a limited partner of 
Montgomery I was very restive. I bed bacorae a pavtr^r 
in late If 5 7 and the partnership acquired c convertible 
note of Four Seasons * which v;ca later converted J.nto com¬ 
mon stock at three dollars per share, and I saw the 
stock go public and rir-u, I think, to about $30 per 
share. 1 dervt think 2 had ever bought anything which 
went fir or. 3 to 30 before and I wanted cut of the part¬ 
nership . 

I wac talking to Frank about it. I think Frank 
said be was prepared t:> buy rj: iateroofc in Ilsxifcgoaery, 
vrhlch at that fine Menf^rr irr Jni owned Four Sorgops . 

/. fIriv' >•; if "Of} before fha ’W.rchiv.so of the Interratifoo 1 
Funsrai c 

0 k'iJ-t pu’otv'c;: v.-as never affected, vjaa it? 

A ITo, i': was u;f. 1 think Fleming put the 
kibe ah on it, happily so for me. 

Q Prior to the hearing today, did I furnish 70U 
with G. cepy of the chargee filed by the staff against 
Mr. fckeics? That ia the date of Itevciubor 21, 1971. 

A I don’t remember. 

vi*. ^ Aj *F.i.* hiww/ f’3 ir?’At73i ..Area/ /*ca; 1 




Riuacfcsan** direct 


315 


Q I gavo you this response? 

A Yes. 

Q Ar.d did you road in there about a Rule 5 
violation or allegation of a Rule 5 violation? 

A Yes. 

Q In your experience, Mr. Rausch man, did you 
vie*? Rule 5 or the American Stock Exchange, or Rule 394 
of the We*? York 3took Exchange, as applicable to re¬ 
stricted Gtec!:. purchases? 

A Wo. 


MR. KWAPP: I u.uat move to object to the line 
of Giraationing and I ash that the answer be stricken 
I den 1 1 thiv'.i: Mr. Ravochnan is qua 15.tied as an 
expert. Tain is legal argument. I thought he 
’K'.s brte just ci a uitaasd cn the facts. 

TUI clAiriI happen to he oaracnslly 
acquainted with hie profoaaicnal qualifications, 

Mr. iSicpp, c.ad ha is indeed qualified to speak on 
it, I think lit ha3 had rcdpoauibie regulatuty 
coaplLanct; jobs in Wall Street, from ray oim per¬ 
sonal knowledge, where he would have nrsocribed 


procedures .sad indeed given 3„egal advice to 


lasmbers at Ualeccn and other places. 

MR. 1'iC'VPP: As long as we understand It ic 

C5/\ U! WA'/iil r* #• *> 

i.vwj;:, — ZiCVJTYM RCftATGl — £A«^/y 7^>32 
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opinion and not teaticiony. 

THE CHAU^Im : I say quite candidly that I have 
known Mr. Rauactean for sera 15 or 17 years pro¬ 
fessionally., I xraa with tha Securities « Exchange 
Conniission and with industry. I think hi3 testimony 
was that at the tics ha wa.3 director of compliance. 

MR. BA3: Yc.c, that is the basis for the ques¬ 
tion. 

THE CHAIEMAM: Certainly, ha should have been 
irt & position to know or be able to give hiQ 
opinion. You cay proceed. 

BY HR. BAB: 


Q iO your u»Hiivic.ig'2, 0 4.a u&..sfou or rta coapiu.- 
arce department ever irate any instructions» written or 
otherwise, to its employees that purchases of restricted 
stock she ".Id ha :vc?:r.ittci to tbs Eccrd of Governors 
.«s ^ * ('*' <>•« »***• •'f 1 5 cr 2^4? 

f« .* .*• .*.• • 

•— ^ Oh k ‘«Vi 

Q Did you also read about the allegations regard¬ 
ing tbs violation of Regulation ,: S f " the vr.argiu require- 
cents, in connection with the purchase of restricted 
stock? 

A Yes, I did. 

Q Can you give us your opinion whether, on the 

■rJkuL i. siuwvvn ttiXMe: — turefcy vwas 
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i.acfcs of this 'aatter, namely, the purchase by Mr. Crln- 
ralaa of restricted stock froa officers of a corporation, 
whore the purchase was net ever the Exchange, but it 
was a purchase cf restricted stock, restricted against 
transfer, it ;?C 3 not pur chared through Mr. Cricsnins* 
account with Walston, or indeed any account at Walston 
or any o^hc.-. rsezacer rirrr^, nnc where the sellers and the 
buyers were all sophisticated investors — can you tell 
ue whefcaotc, in your opinion. Regulation S, T : * would apply 
to that trancacfcion? 

A In tuy opinion. Regulation ,! T” would not eppl^ 
to such a firauraction. 

f - 7 It "die:::: if Cri*air.e or any 

cebsr employee of Walston had com to you vifcn that set 
cf sects aacl asked whether anything further need be 
done, would you it we prohibited thu tranced:.Ion on the 


jj basis of Relation ,s T* f or directed then not to con¬ 
i’ 

* 1 I- *•’-«> >-/'y,. o 

* ■ i w *• j •• » . i • - t..: ., B j 


A I can's v.tagice tl-.ct I would, no. 

Q To your knowledge during the relevant period, 
weening up until you left Walston in February of ISSy, 
did i-.-alatcr. hr.ve any rule against a registered represen¬ 
tative, such as Mr. Criaadas, buying securities frox any 


2hii ij trsmfc os.nlcmg client of tfelstcti? 


PAV 1 F-iuk ste.vUytj KiszxA ... 
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A No, we had no such rule. 

Q Directing yovr attention to the early part 
of 19CS, did there ever eras to your attention, in your 
capacity as compliance officer of Walston, any inquiries 
front tha /-rarican Stock Erchasagci concerning solicitation 
by Walston or its deploy gob of transactions in Four 
Ssasors' stock? 

A Yes. I did receive an inquiry from a staff 
member of tlvs American Steel; Exchange in January of 
19S9 about the ancun': of trading which Walston & Com¬ 
pany, as a firm, was doing In Four Seasons. I believe 
the inquiry specifically directed itself to the amount 

or trua/.Vi^ nviii.:s .'•i.csu.ii, cue or tne tvs.j.cLcn 

account executive'-', was doing fer customers of his. 

• Q Mr e Raucchtrun, I band you a dcctsrent which 
p’-tTportn to In a iantra.idtrr. dated January 15, 1959, 
from A. J„ ’tlrutnhrJ.::, Isgcl drpr.rtrmr.t, red I ask you 

• •••«• -a.V - ^ t. «•»... • •• -..*• i-* .J *r\ «r V W » 

A Yes, it appears to be r. c^moran ckm I wrote for 
the files of Waleton. 

Q And is that with reference to the matter you 
have just discussed, the inquiry regarding iir. Nissan? 

A Yes. 

T2S CJlAiPifAN; Let u r j have it marked for iden- 

J:. ["(L-X jlvV CgS.il. — HSJj'.Wi! rjKVSX* — tArtuy 1-CiiZ 
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tif icaticn : 


MR. DAB: I don't know if it iG in already. 

THS CIuilKlSU: Let’s rcark it for identification 
initially. 

MR. XKA'PP: I believe it is an Exchange exhibit 
already, Ur. Chairman. 

MR. FAB: I understand it is Exhibit 16-0 of 
the Exchange. 


MR. ?NAPP: Yes. it is nart of Exhibit 16. 


BY MR. TAB: 

Q In connection with the inquiry regarding Mr. 
Einssn, did yen also have a dijicitisicn with M\ Or Stains 

''■.n- (’A Y 1 • % T— 7 

4 4.-,C.v,*»». J LU A. W> W'.tli 

A Yss, I tilin'*: after ditictJMsirsg the ruattsr with 
:.r. rr.«a-i.rj5 >% ic.a ditcr. iroci to ash all the larger pro- 
dcrisar*! x-jIvi *.*:?$ doiv.v., ;•. tlgrifleant business in 5‘our 
Sanao*io tc confine their eusteter transactions to uw- 

r*< •*#., *5 **.><1 *»y <* 4 >J 

kl wif«tW.kUw«> 9 

Q Do you know vjketk.nr or use Mr. Crispins was the 
largest producer in Fc/:.r Scasono at Waist or.? 

A I don’t thirl* he was, but I don’t taw?. 

Q Bat the inquiry frou the A 5 * 221 : cnr.e with respect 

to Me. ftissen? 


A Tr.at is ry r.sco/. taction, ye 3 . 

PAUL. i'HiXA.% hrWtiif? t&'AviA — ftArcn* t-ewa 
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Q And that i3 whet this 1221*0 says? 

A Yeo 0 

Q Do you know whether or not the instructions 

given 32 a January of 1059, with respect to solicitation 
in Four Seasons' stock, were altered by Walston? 

A I don't know. 

Q In the course of your duties as head of the 

coitiplisccii <k:^avi:c:o7'.t at Ifolsfcen, and directing your 
attention to January 1S69, did you ever cave a con¬ 
versation with Hr. Cvimlua concerning an anacunccnsent 
which had been made of a 2-for**l stock split by Four 
Secs c*i3? 

A Ygd. 

Q /aid can you tell us, in substance 9 whet the 

ccuvet* sat £on war- shout? 

A J. received a call £rc:n s staff nctnbaar of the 
Arcuricau itcck hnckang :j , asking «a* if I could deter- 
o*iw« or it I krai? whether *i?« Crrnnino had adva 2 .ee knowl¬ 
edge of the 2-fcr-l stock split and relating a hypothesis 
that Hr. CrivoJ.r.s — that Che Arctarican E?cclisage, at any 
rate, be?,loved Mr. Crirains had received such infonca- 
ticn, and could I dafcextaine Che facts and let them know. 

I called Mr. Criiadns subsequently and I 
asked him a.feout it. Hr. Cr?xiEu.*u3 told ire he did not know 
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about the stock being split before the announcement, 
which had ;]vu?t been a day or two previously, but he had 
received a call from ar official of Four Seasons -- I 
think it nay have beau ter. Clark -** cud he va3 asked by 
Mr. Clark to contact one or two of his larger evis- 
toasts — that is, lar;;o investors in Fcva* Seasons -- 
to datenaine what their vi.srw nould bo if a split took 
place, whether they would be in favor of a split, that 
sort cf thing. 

Fran!; told no he had celled a couple of people 
and ashed then, had gotten a response and had reported 
it back to Clark. Iliac v;ae the last he had heard of 
taa uU;j^C2Cf« uj Sv*»v buo u&.ud cr wiiie bread 

tape. 

Q 1 hand you a docviasnt on a Walston & Co. lettsr- 


•y _ « y» 

5 x- 

A ? ro*urci 
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tha file on Jcrsurcy 0, 1939. with copies to Fir. Finning 
and Mr. Miller. 

Q And does that relate to Ills discussion concern¬ 
ing fcha 2-for-l stock, split? 

A Yes. 

MR. BAB: I offer this Ksaorandtea ec Respondent’ 
PAli'l. FHO./M, C.SA - src:r:?.u .^..ru — G/uroy t-csu 
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MR. BUIliTS: Roeyocdcnfc’a 7 lo an interoffice 
iseniD of /Alston & Crapcny, from Mr. Rauacbasm, 
dctCcd Jo.mary 6, 1959, regarding Four Seasons. 

I’HJi CIlAlRl'Aix: Ic there any objection. Hr. 
Knapp? The dnsussne will bo marked for identifi¬ 
cation as Respondent 1 s Exhibit 7. 

(TJie ns:,:o referred to no 3 marked Respondent's 
Exhibit 7 for ic’entifj.cstion.) 

Hi. KI'APF: I will object, except with the 
observe*: .on that this dses not concern any par- 
nonal VjGfiwledj-o by Mr. Ravscbran of whet Ik:. 
Criraiiue dir.ciaBad with Mr. Clark about the split-. 
Ail iJ: ii• ia c-n explanation by Mr. Cricardns given 
to :'7t„ TV’.t'Cchrnji , ./ 

Tb;’. It viU bo received in evi«* 

ciauce as ihor.ccau:.nt 5 s Exhibit Ho. 7. 

C-’kLr. n:- v a-o, ?-evoioiore marked Respondent's 
Exhibit ,* ror idi r.tificr.ticvi, v?t 3 received in 
evidence.) 


22 j BY MR. FAD: 

13 | Q Mr. Rftvtfc.'tri.a, based cn yo;s? discussion with 

• . '■ 

2-'} f isr * Crir;ai»:o, did you have• f.r opinion as to whether or 

ok [1 not Mr. Crirrarins w.ta in pcscjsisio'i of arterial ivisi.de 


PA'A i-A Civ.i. — srcstrimt rc-wtvk — hxxvjt i<nii 
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inforcat'icn concerning Four Seasor.3 7 

A I. believed he was not in posseasion of such 
ins ids infer i-nt ion. 


Q to you know whathar or not the information 
reflected in P,ea pendent's Exhibit 7, or the basic of 
your discussion with Mr. Crirrcius, was ever conveyed 
to the Arsrican Stock Exchange? 

A Yes, it was, by me. 

Q And can yen tell us what you advised the etock 
exchange? 

A I repeated vkat Mr. Crispins had told cae. 

O Was thrra ar.v disc 123 a ion with the stock exchange 
as to whether or not that constituted possesaion of 
ins ide irioi: si t ion? 

A Do. 


Lr~u. tre 


*.*.» *? 
v* 1 


.ton acrylic nco csyarfcasstt have a 


ay 3 ten fc:: review in 5 oaily trades during the period up 
until :.r:c? 


A Yes. 

Q. And did you? duties include reviewing Che 


daily runs of tradas? 

A Ko, except as to Four Saccon3. 


Q Can you tell tic why you looked at Four Scaoona? 

A. Well, after the cor/versation I had bad with 


PAUL PLtXMTr*, C.S.H. — c,y.otv*c nacnm — c-Arday i-cm 
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Bill Flaming ajjut tha Ercrange 1 n concern about Four 
Seaooiu, I took It upon ciyaelf to each day create a log 
of ell transactions la Four Senacan and to snake tele¬ 
phone callt to determine if those transactions were 
indeed unsolicited* 

Q Ou uks basis of your log end your telephone 

- | inquiries and during the period you vore still at 

9 j| Walston, did any problem relating to Hr. Crinznino' 

8 _ 

iO | <ranasetions :-.n Four Seasons come to your attention, 

XI ;j otr.sr tlirn those tve metiers wr» have just spoken of? 

lj A No, I have no recollection of any problem, 

jj 

••3 |j KR. R&3: I ha vs nc further questions. 

-t 

H 

fj O Attlii w p C 

S3 CROSS ETTAKIEASIOH 


BY MR. KHjVP?: 


Q A 3 r psrtnsr in ^'or.tgocary Company, would 
yo’» ?»?*•« ynrsrrnl hno^lod^ an to whether cr rot the 
:!r,tr~-ry -criMcr. interest arJ. that ci: the Ualctca 
partners ran publicly dieelosocl? 

lift. EAB: At what time? 

Q Well, specifically, it woo dioclo 3 ed on Hay 
8, 1?69, it a Four Seasons prospectus, which i 3 
Exchange Exhibit 18. I refer you to page 10. Would 
that refresh your raccllectioa, He* Rau 3 cbaan? 

T*A1 : L FACAVA, C.S.S — £vctyivt>i rre-rntR — &V** «wj 


E -101 









1 


Rau3ch'££n~ c *‘033 


325 


2 

3 

4 

5 

6 i! 

7 

8 
0 

10 

11 

12 
S3 

14 

15 

16 !! 
i! 

t'’ *1 

i.’ I: 


- $ 

-"'ll 
* • • »* 

' v ‘ r l? 

r 

j: 

20 


22 


22 

fi 

;! 


24 i 


?S *S 




A I nave uo independent recollection, but, of 
course, I was aware that the prospectus nade certain 
disclosures, 

Q With respect to Montgomery Company's hold¬ 
ings in Four Sterns? 

MR. BAB: I thinlc this is going far afield, 
first, of tfca direct examination. Second, I under¬ 
stood lie. Knapp to say before the disclosure was 
not*, really in issue here, 

THE. CHAIFi&VS: He rut him on ao compliance 
Eiaaeger, He mentioned certain Walston policies 
cad procedures. he will permit the lice of 

r> ••y.r* <• \ r-.‘ - * -* 

A What was your question? 


Q Based upon your review of Exhibit 18, which 


is a Kay 3. 1958 p 


crcs pectus, would you say* there was 
of Ment"cn^Ty Co’-’cmv's interest in 


r "' -» *— <■ <-» -n ■» O 


A Shall I rend it? 


Q If yew ’wish. The question is, would you say, 
iii your opinion £3 an experienced compliance lawyer, 
that there was public die closure of Mcotgcatary Company’s 
interest in Four Seasons? 

A In this paragraph? 


W $! 
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Q Yco. 

A La I read chic paragraph, it describes various 
transactions between vatious people, including Walston 
and Mnntgci: ary Company and Gordon McCollum and other 
people. 


Q Would you say the same about Exhibit 19, 

Four Seasons' prospectus of tlovercbar 26, 1960, with 
respect Cc tin holdings of Moatgcrcsry Company and the 
portion of its holdings which were being sold in 
connection with this offering? 

A It appears to describe the amount of chares 
owned by the IJontgeiarry Company, yes. 

Q And couo the prospectus also indicate the 
mariner of ekr.res boirg sold by IJcntgca-ery Company? 

A Yeo, 75,COO 3hareo 0 

Q With respect to tl.vj borrowing tc finance the 

f •''* **'■' ^ 0* ‘" ^ ».| » •'! ^•,- —^- 71* . p^ 

^ v. -wtjv, -y •»»«- £* v.». «w'.. it OU.Uj^lu^ 9 

- — o vx. <—tU.-.iie U'-g /0 pereei.it or fns pur— 

chess price, r&s this borrowing effected from a third- 
party louder, to wit, a bank, £0 the best of your 
recollection? 

A As X roEOxcbr r, I signed a personal note to tha 
First National City Bank for $2500. 

Q If ycu refresh yova* recollection, perhap3 the 
PAUL FP>..W.‘A, C.9.IL — wsr.ra* — o/«sar 7««»a 
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cote was for $5500, ’vich $3500 in cash? 

A \iy note or sszicbody elco's note? 

Q The purchase price of your interest in Mont¬ 
gomery Ccmpcny. Ves it $10,000? 

A I think it was $5000. I kgs a cae-parcent 
partner. 

Q And $3500 t;aa year borrowing? 

A That is cy recollection. 

Q Ki&tR Mr. C::i?;,uir.3 cane to you in 1568, to pur¬ 
chase your interest :1a Montgomery Company, did be 
tell you he vas centGaiplafcing a purchase of restricted 
steel;.frez. tlvz uav.a^.ixonT: of Four Scccono? 

IS. £AB: 'X will object. There is no 

v#’ 

indicatier. theru was over even ouch con templet ion. 

It :le c-: ; .x aoiitrr. before ths die cuss :Lc-n. 

Tili. Cl&Iiu.';.'?: To will permit the question. 

A I don’t rev*3j2hfir any such disclosure. 

Q At any oubccqi'sut tine between the cddule 


20 i of 1558 and I'overufcar 1569, did Kr. Criinaias indicate 


to you that 1*2 bad purchased or res interested in 
purchasing shares of restricted stock from the prin¬ 
cipal officers of Four Seasons Rursing Centers? 

I'd. BAB: la all fairness, I think Mr. Eauach- 

nau left: Ivalntc;-. in February of 1559. 

fAU!. C-i.r. ff«u*vrri; kvisatcs -* ivjvtn- 

E-104 _ 
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TEE CSAimN: If he doesn’t lenow, he can so 

state* 

Q Did Kt. Criranina ever Indicate to you he 
x*as ir-: tores ted in or had purchased share.*! of unregistered 
©took o.: Four Seasons froia the corrpany's principal 
officers? 

A Ko, sir, net that I reaisrber„ 

Q Just to be sure, you left Walston in 
early 1969? 

A February 22, 1953. 

Q Have you regained in contact with Mr. Crita- 
oino suhoetfucrefc to ’o-r ur.::y 1969? 

A I don’t think I spoke x;ith Nr. Criraino for 


IS I years after. I left, until earlier this year. 

13 ;j - Q '..cast ur.;il Fobeatry '359. yen Lad no 

jj ’ 

l'i 1 . M::. vr.Vnnir.s Ixi |vi:clzssed steak of 

Ij 

IS Ij Four Seasons frets insiders? 

* '( 

jj A I doa'S rserJEher having such Imcrrledve,, 

!< 

20 ; Q In connection with the inquiry initiated by 

21 ] the Urchavige concerning the 2-for-l stock split in 

J 

f 

22 [ Four Seasons, as I understand your testimony, you 

{> 

23 jj called lit. Crhisaiss to obtain his var3ion of his con- 

I 

24 j vernations with S-2c. Clark, is teat correct? 
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A Yen, sir. 

t 

PAUL fdC.liV, CS.M ~ svCiC-r.T-4 ftmtout — s-v^ev 7 -otj: 
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Q Did you inquire of any other persons in. 

I« a Is ton whether they had advance knowledge of the 2- 
for~i stock split? 

A I don't rerisnbsr. I reraasnbor I was directed 
by the Exchange to ask Mr. Crirrains 9 which I did. 

Q So far as you knew, Hr. Crismins was the 
only person you had interviewed concerning the 2*for*l 
stock split? 

A No s I think I also had & conversation with 
C4Xen Hiller about that tiraa. 


Q Cosing back only to Mr. Crinraina, do I under 
stand you correctly that K»: e Grirzninc told you that Mr 
Clark- the preaidant of Four Seasons> had addressed 
an inquiry satkin?. K-:. Crispins * opJ.nic« as to whether 
the a teak akcrlc! b: split? la tl’jat: the fair substance 

A No, sir. IHiat 1 rar-a^bar is that Mr. ■?? rk 
wf'n interest?; 1 : scooriisz to Mr. Crlimits, in the 
opinion of cess of Hr. C>:irmins ! customers, not Mr. 
Crir.miaa. 


Q tut he voiced this request of Hr. Crispins, 
that Hr. Crismins* csnvasG his customers to get their 
view3 about a 2-for-l stock split? 

A lljaf: was ;c,y under;;tend i.ar, e 
PAUU RUsW.1, C_S.!!. — sjssmtws » t-vste? 7-e?3i 
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Q And Mr. CrJuminc 'cold you ho reported back 
to Hr. Clark as to the vie*?a of his cue Corners vhosx he had 
canvassed? 

A Yes, sir, that: la tchat I reneaber. 

, Q D;7 -^ k« tell you whet his custoasro stated? 

A I thJ.ui? lie did, but I don't reEsabar visat it 

Q Did he. tall you what ho than told Mr. Clark, 

in words cr substance? 

A If lie vid., 2 don f t yrcLiashar. Ail I roKsnibor is 
specifically thst Mr. Crains callsd tor. Clark back and 
gave hiuj whatever ha had learned. 

Q And did Mr, Cficisina tell you what he had 
learnoc? 

A Pc ray have*. I don't rotranbar. 

M3., I j*t.vo »'o further options a 

A'rj; OHAtthi'id: I think you stated that v;Iien 
you had a eoevarention with Mr. Griacins, I believe 
~ n «inout n>.e possibility of buying year 

lortr Soasoiu' stock from the Kontgcwery partnership, 
that tor. Bill FleutLig pat the kibosh on it, as you 
oascribaa it, ULct reasons did he advance for put¬ 
ting the so-called kibosh cn the transaction? 

TL 3 .V/IiTuSSC: Ths par can t? go cf Mcnigonary 

*-v..c.S'.:.. •- nr.nv.-.c nvriTE* — a.vu-v 7-«:a 
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Company craned i-y the various individuals at Walston 
was a feigi?.;.y political and sensitive affair. For 
Kr, Crimmins to have bought my one-parcant interest 


would have put everything out of balance. 


I think the lava! of your importance in the 
ft?r.n determined the percentage of interest in the 
Montgomery Company, Ao I remember, Mr. McCollum 
had a five-parcent interest. Sabers of the execu¬ 
tive committee had a £ out* -perce « t interest and 30 
forth. Mr„ Crir.ri.ns had a two-pcrcent interest 
and ho was £ tired at that level, which tells you 
where I wao. 


i r riS CitAiiUAK: Si r. itauschman , you have testified 
that in yo’jc* capacity, at the time a;j hand of com¬ 
pliance at Male ten, it was yoirr Is.nal opinion it 
wasn't. recetaaty to ccauiudcate with the Exchange 
to luof.uj tu o—i.•*».■..a - ..'u taantacti-on In a listed stock 
£• 3 . —o cr . u .► a*, o i.w& piuCcj'^u. m j.o. <»or 

or investment ?.etter-typ-> stcck. 

THE WIT2E23S: That's correct, 

THE CHAIRMAN: That it could not have been, in 

fact, accomplished on the floor. Have you had 

occasion &t Waleten specifically to address yourself 

% 

to that question? 

FiAUh FR*1VA', ClS.lt — SrS>N3.Y?J Si UiTiK — QA*iay 7-3535 
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THE WillsG£: XI 13 anower io 00 clear la iny 
raiad that 1 feel certain I have had over the years. 
I think I have fron time to time cade various in¬ 
quiries with respect to this of Harold 3chut::. 

TIE CJAISEkK: Who 5.3 he? 

TIE WITNESS: He was for many years -- he is 
nov; retired — an official of the New York Stock 
Exchange wbo gave rulings on almost everything. 

I cannot give you a specific instance, but 1 an 
cure I have had this conversation many times vith 
various people, and particularly with W . Schuts. 
That would have been ny opinion then and it remains 
m.y opinion today. 

Ti’E. Ci-AlMviJI: Wns it the policy or procedure 
at I.V.li; tie tlytt if an <nplc?yec, or indeed the firs 
far ita oi.t. cr on behalf of an investment 

bankin'? client, was about to engage in 0 . pri.vr.te 
pi rcc: - nut :ff the “zwbr.nga, that you would be tbs 
per ecu to wnci? it would be ccTiai.-nicatcc* - to deter- 
ci.ne if there we 2 sny Exchange approval cr any 
legalities which had to be covered? 

THE WITNESS; Not normally. Normally, such an 
inquiry would have been ua.de through the corporate 
finance department arc’ it would beva involved 

«vu«t esj , .*v'a# cer _ 

<1 £V. s«.0.;-. — Ri\iv,7J P.VUiYliji — t/»e!C7 T-GMX 


E -109 





Rnus cfcir&n - cr o s o 


typically the firm's own position in a security. 

Where an individual would like to purchase securities 
privately under oc:oa Securities Act restriction, 
it would con? to ia.3, 

THE CI-AI'ilH/.K: If I were an employee c£ Walston 
at fcb.o tins you were there and had the opportunity 
to make an investment in let ter ad stock, one in 
which Ur.lcton had an interest aa investment banker 
or as underwriter, would I need the approval of 
ny superiors in particular, or cf the legal depart¬ 
ment of Walston 6- Company to engage in ouch trans¬ 


action? 


iiiii WiTiGof.!: Ho, sir, not then, 

TIT, CHAIPX'AN: Were you aware that those kinds 
of transactions s*ay have been taking place without 
your kit<r,f7.:;c^a vs your e:rp:reoc approval, in any 


U < W4t A 


•« hXLiiOi.' • jl CO i X 

knowledge ;kat transactions of thio nature took 
place from tia.e to time, but I think in the content 
of Walston’s situation, Walston was very rarely an 
originating.; uadirwriter. Ws were nost often end 
alu. 03 t exclusively at that tiro participants in 
underwriting syndicates. 

f, 5 t M r*f 11 d <• p ts 

v J i •iV.Vwi^ IT« rArrlsf 7-3032 







Raise chcr.ri-cro 3 c 


334 


Gtiisr than iir. Gordon McCollum’a operation, 
which v;as private placements, we did have little 
originating underwriting, so it would be rare that 
that proposition would present itself; that is, 
Boreoae in the :‘ira purchasing a security privately 
of which Walston was the canaging underwriter, 
because it was never managing underwriter. 

Ue did fcavo a policy which required aay account 
executive to disclose to his customer any interest 
he had :Va any security he was rec emending the pur ~ 
chaaa or calc of. Beyond that, I don't think there 
was any separate policy requirerrant that sexeona 
purchasing stock. privately disclose it to the firm. 

?KH ClfAISZ-SIS: Let ras pursue it. You are say¬ 
ing that if I. r-n flccovut executive 9 owned a 
.»_i .t... _ .1 c.;. c-anor*—1 I'iOtcirs, 1 woulci Le re— 

qr^.w..u- c_c 2 «.rc,.*iarah.!\.p to a parson X 

*i • —J/ .«/•*• bj -i £0 m 1*0 J wGC.C* 

THE W/ItTJSS: Yea* 

IhS Cr AIRIiill: It was not determinative as to 
how many shares I owned whs.tear it >:a 3 material or 
not. whether X had any beneficial interest? 

E-US WITNESS: Yes. We believe that any Inter¬ 
est, either by the first or by its officers or 

*o & *v«.-W.iV, u.wiii* *■— STcv.-CuV si R£r"? »V.T IVichr/ 7*j^32 
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employees, should La die closed to cu3taaiero when 
U 2 ere rccoiccandirf, it. Consequently, research 
reports and that sort of thing made a disclosure 
oa behalf of the firia. 

THE During the Four Seasons era, 

while you wore still at Walston, having ccsmuni- 
cntior.a with the Attsricas Stock Exchange as to 
Four Season:-;, did you have opportunity to deter¬ 
mine whether Waltten 'account executives were com¬ 


plying with this policy rclsticnship as to solicit¬ 
ing Four Sensonn? 

THE WITKSSS: I don’t resissnber specifically. 

T522 CliVms/iii: Was there a method by v?hich it 
was laoaitorud within the firm? 

TYS WT.3S5SS: Ko, I can’t think, of any. 

TK5 Ci .?’! : /’gain, lit, Emiachran. you have 
no rjccileci'ioii cc hr. CriLiains over comity to you 
and crooking your ».U:c cr your approval with respect 
to railing a private transaction in the securities of 
Four Seasons? 

THE WITSkF.SS: I!o, sir, I don’t remerber. 

i?o»3 CII/.7.r.vl£»?J: '£ think there has been tec t irony 

that such a transaction may have occurred during 
December of ?.953. You have no know ledge of it? 

FlA/'Ji. h-'b“<1 C.i.?. —- :£Zi>s?.r\ vx^.vey •— cAre^r 7-cca 
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THE WITNESS: I have no recollect ion of any 
knowledge of it, ro. I dcn*t: menu to hedge. Some¬ 
one may have told ire about it. I simply do not 
rer£cu>er being told about it. 


TM2 CHAlRHAri: But do I understand your too- 
tiiacny to be that even if such a transaction were 
contemplated, there was no Walston policy at the 
time v;hin‘* required you:? approval? 

THE WITNESS: That' s&crroct„ 

THE C3/iII^!jLN: Turning now to Regulation "T," 

I believe you said it was your opinion that regu¬ 
lation “T" i3 inapplicable with respect to the 
purchase of investment letter stock? 

H'iE WITNESS: That is oy opinion, yeo. 

THE Cr.u you give k; n little rore 

of yo-rr Xr-gei be?in for that evinion? To there c 
certain exempted clause you arc replying upon? I 
would like- yovr lrgcl bc.«ia for saying it. 

THE ITTK3£3: As I ra-msber Regulation l5 T," 
it speaks about persons subject to that title. I 
thintc registrants under the 1324 Act are parsons 
subject tc that title. 1 think it war. not applicable 
to individual employees of brokerage firms, an to 
the extension of credit:,. 

PP/>AM, C3.r„ — svsjryrrrt itrcr<na — «A.r?>y i*na 
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TRS CZ-lAlKl'SA.17r How about arranging for? 


THE WITL'JESS: That is section 7. 

l.E CHAIRMAN; Hypothetically, could an em¬ 
ployee go outside oi: Walston and Induce or procure 
or arrange credit for himself which could have not 
been extended at Walston? 

TEE WITRaSS: I think it would have been pvo- 
bii);.csQ if he did it as an agent of the registrant 
£.tra, but not cn an iiidi.vi.dual basis* In other 
words, in my opinion, an individual employee, 
unless he is acting within the scope of his esoloy— 
ii cot subject to Regulation "X." 

I think other regulations nay apply to him, 

I think - Regulation "X" case into being partly to 
fill in this ££ : 3* 

THE Cllrt.IIailW: Let me parses it a little 
further c Is it your opinion that an employee of a 
Hew Ycrlc causer Hv.r.n today, take Reynolds & Com¬ 
pany, for instance, could go to a bank in the City 
of New York end get an extension of credit cn a 
noa-car gilt able account? 

HR. BAB: Regulation M U M or Regulation "T." 

j-HE CilAIKKAN; Thera i3 a line of federal 
decisions with respect to a rather unique situation 
TAliL KiO.'MA, C.S.X — sts-xm p:tcxtek — , ,x^ 7 -mjj 
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of people who are engaged in the brokerage business, 
either aa brokers or as employees, a3 to their 
ability even to deal with commercial banks. 

MR. BAB: I just want to make clear — I 
what you are saying. You are talking about 
Regulation T, ,? not any obligation of the bank. 

TfS CHAIEK.4II; I a<u talking about the employe:: 
himself. 


THS WITiTSSS: I think, lOr. Chairman, that 
Regulation ’’a," as I said, aa recently promul¬ 
gated, arfects toi-.s ability. 1 also think the case 
I rcscmter which saecsj to bear on the subject is 
the Sutro c?\ne. which involved employees of a 
broker-dealer, who are bald to lie liable under 


I 'p.rii'? ** or; ** 


irzxiRgiag ev;cdxt in violation 


f .r s-T.'*- --. 85 



I would distinguish this, 
were acting 12s agents of 


bacGv.rc I belie' 1 ’'* 
this cjembor firair 


TH2 CHAUliii.J: I thank you for probing. You 
testified you had an inquiry from the that 

they wished you to uake an inquiry of Mr. Crircains 
with respect to the stock split, as to what, if 
any, advance information ha bed. 


THE mmiSS: Yes. 
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lUE. CHAIRMAN: In addition to questioning Efr. 
Cx inmins and determining what dialogue or com¬ 
munication he had with Four Seasons' officials, 
did you rake any investigation as to Me. Cria- 
toina' cue toiler s' activities just prior or on or 
about the announcement of the stock split? 

iHH) WITfciiSS: I believe I did a I re'j^ciber 


monitoring trading in Four Seasons actually from 
the tj^cj it went public, for a number of reasons. 
Because of Hontgoaery & Company's iuterest in 
Four Seasons, I was uuccwif or table at the poten¬ 
tial conflict. Vn kept very close watch of Four 
Seasens. I did do seme checking all the time. 

THF. CEfeIPJaffr Do you recall what, if ary, your 
findings rare with respect to trading just prior to 


tag auncmue»»2u>: of the split? 


THa V,’I7I£2SS: I don't have a very good recol¬ 
lection, hut I csj persuaded it was net remarkable 
one way or the other. 

TKS CHAIIC-AN: You have no recollection about 
being concerned about the trading? 

THE WITNESS: bo, I sec-ni to recianber that, on 
balance, tir. Criir::.in3, over a period of tiria 
aroiu.d thxo tit.*;, was & seller more than he was 
PAUL C.S.?. — sxjjrm sr/cam — e/cii* 7-«oa 
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Q buyer. 


THE CKAIPK&H: I think you have testified 
that they didn't want lie. Crinmins' opinion. They 
perhaps wanted the opinion of cue toners of lir. 
Cricsains. 

THE WITNESS: From what Hr. Critnaina told aa 

Mr. Clark had asked him for. 

THE CHAIRMAN; Did you spook to Mr. Clark? 

THE WITESS3: Kb, sir, waver. 

TH2 CLAiRiIAK: iind that "was the jcntlcnsn who 
called him from Four Seasons, asking for hia 
opinion? 

TIS WITIGSH: T. think that's correct. 

THE CIl/LIRMilT: Doesn't it seem strange to yo- 
that via*. who did have an ownership in 

Cc«nr>r.»iy, who had listed the company, 
in a retina, ~or liilaton a Company, v/ko was very 
active, and they didn't want his opinion? Uhy would 
they pick Mr. Crijcwiino to call about a stock split? 

• Thij I think there i cjiy have bean a 

number of reasons. I think Mr. Crispins handled 
the accounts of several individuals at Four Seasons. 
They were often ia contact with him normally. 

it J.c n.*.so v,y raaol7.ectioa that Mr, Crio-ains 
PAUL F^.Ci'i.Uil, C.' ; .fl. — izsinuftt ru-vsy® — o >r*t T-a'i 
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visited FourSeasons not on behalf of the firm, but 
oa behalf of bio customers,. Mr. Criijmin 3 was 
kind of an account executive with an account hat 
Oi>, because fes was both an account executive and 
a manager, who would pres3 a company pretty thoroughl 
and I wouldn't be surprised that he would visit 
Four Seasons. 

I cm speculating as to why Mr. Clark raight 
call Hr. Crimmino. 

TEE CHAin.i-.Ti?: Did you have any concern 
internally, as far as VTalston 6» Company, about Mr. 
Criraiics * cc^unicaticn with respect to the stock 
split? 

IE2 HITi^SS: My recollection is that Mr. 

* isr'.lng -xic fully imorasd an to every breath 
drawn by cnyccuy rc-rotcly connected with Four 
Seasons that the firm was fully informed. Sure, 

1 wae concerned. vraiston had uever b 2 en in this 
position before in my ternsre with the fira. 

THE CHAIRMAN: You testified you did not talk 
to any of Mr, Crisiains' customers as to anything 
they were told about a .stock split? 

THE UITMF.SS: No, sir. * 


BY ill. iULAPP: 
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O Mr. Rauschaec.n, ao an expart legal compliance 
officer arid counsel, if you had lenewn that ha*. Critniins 
owned 30,000 unregistered shares of Four Seasons, pur¬ 
chased frsre the company's insiders at a tiwe when the 
Walston firm vao Four Seasons’principal underwriter, 
would you have adviced hits to xar»ke disclosure to his 
customers of this fact? 

HR. BAB: In the first place, it does not 
comport with the facta, because Mr. Crismino didn’t 
buy his last block until April of 1969. The tes¬ 
timony in the record ic that the Four Seasons private 
placements, os veil as public offerings, were 
done mostly outside of Walston. They were done 
. with Ehlcrs^’ company, F.ifccr & Company and 3one 


otaera, 


T232 CVA2T2Z.1:: I thinl: it is a proper ques¬ 
tion. It -ray he repetitious, but Mr, Rouse keen 
advised r.e that it vac Wale ton's policy to disclose 
to a customer if they had any interest. 

MR. REAP?: Please read the question back to 
the witness. 

(Question read.) 

IQ. SAB: Ic there an allegation here that Mr, 
Crirrainn failed te disclose to the customers? I 


PAUL FROiV.'A, Cl!„ — cm.-.- tty?* rusxtqi — i-v>:n 
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thought it wasn't In the case. 

THE CHAIRMAN: I think the general epecifi- 
caticna of No. 1, and his relationships -- I 
think it is germane and we will receive this In¬ 
formation . 

A That would have been in accordance ifck our 
policy. Yea, I would have given him such advice. 

Q And if you were informed of the fact that 
he held tho shares., you would have told Mr. Crinmins 
that the firm policy was to cake a disclosure? 

A If the situation arose and Hr. Criomins was 
fen*iliar with our policy, than I would have assumed 


he would follow it. 


MR. KNAPP: 


REDIRECT EJftEIES.: 




BY If?., r/iS; 


1 have ""•o further questions. 


Q Kr. Rauschtsan, there wan discussion or tes¬ 
timony that you discussed with I&. Crir:r.ins this quasi 
tion of a possible stock 3plit in Four Seasons. Did 
that discussion include whether cr not it was to be a 
2-for-l, 3-for-l, or was any basis for the spl.lt dis¬ 
cussed, or was it a stock split in general? 

■ A As I remember, it was pf.rt of the inquiry 
from Hr. Clark, which Hr. Cr trains was supposed to 


PAUL FRCAWi, C.G.R. — $tn«jrv» uram — ea^tt t.«ji 
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determine from hie cvr-stcniarso If they were in favor of 
a split, what kind of a split would they be in favor 
of? 

Ml. P.032RT HILL: Did I understand you to oay 
that whan the American Erchnngo inquired of you 
about whether or not the firn bad advance informa¬ 
tion or insiue information with regard to the 
stock split, they referred specifically to Hr. 
Cricsains? 


“ i 
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J 
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THE WITNESS: Yc3. 

HR. ROBERT RILL: vihy would tbs African 
Exchange, or my e?tct’E.rr\3 for that’'fitter, specify 
any portion?ar individual at a firm? 

TEE TJT.THESS: I tres u&Scr tbe impression that 
the Er.thad rcaoivsd acne information to thi3 
offset a:.c they •: cro o.a!;ir.g i:j specifically to 
bird-uos this piece of inf emotion, I was not 
asko.d a ; ; er.ciT.l vtuoatisxi as to whether Ualcton had 
prior ko.ealcdgfe of the arnari;cecient of tlia stock 
split, I was sitrply ashed stout Mr. Criioaina* 
activity, 2 wondered about it myself. 

HIE Ct/AIRMiJI: Did tray advise you as to tka 
sovr.ee o: thsir concsrn? 

THE VI2EESS: He, Ky recollection is that 
LidJi. C.S fi. — cTKsrv. t s:<ip.ra •- rveier t-sph 
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generally they had Brava information about this 
conversation between Mr. Clark and Mr. Criiamino and 
they were asking me to pin it down. 

K?.. ROEERT HILL: In your position, naturally, 
you are supposed to be very suspicious, but you 
didn't pursue it, did you? 

THE IfIXKSSS: I think I told you 1 did have 
a conversation with Glen Miller on the subject, 
primarily to report to him the Exchange's inquiry, 
which I regarded, as I remember, as very peculiar. 

I bad never received such an inquiry prior to 
that, nor since. 


It aeema to v& 1 reaember discussing with 
his what kncttlodge, if any, he had. I believe ha 
was closer to Four Seats csrs than Mr, Crirsnins was 
about it. I seen t j re-rssftisr that Mr. Millar had 
a Qiaiiar couveru^ticu with Four Seasons. I got the 
croui tais that Four Seasons was almost 
ccir/o3sii*^ people as to whotfcor or not they ought to 
split their stock, hi*. Crinziics vtro one of several 
people they had asked. 


I-iR. kOL3RT HILL: Along that line, under the 
previous inquiry from the Exchange, where they had 
first spoken of activity in the stock, did I under- 
P/UL FRO.VIM, CS.R. — sicMjrrt tooj.ua — %.\rcu>f i-mu 
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stand ycu to say they referred to Mr, Nissan's 
activity, or did you look it up and find out it 
was Hr. Nissan who was most active. 

TE2 WITNESS: The question aoout the activity 
was subsequent to the question, as I remember it, 
to the question of the stock split. I think it 
was later on in the month of January, I frankly 
don't retreober whether they directed my attention 
to Nissan's transactions, or Aether it simply 
appeared that way from our records. 

At that time,, they were primarily concerned 
with Nisocn'e transactions, although there were 
various other account executives who were active. 
The cate of Jerry Klein coses to mind as being 
another person who wsw very active, a fellow named 
Sochat ir. Fleridc. 

THE Clk'.IRI’l'Vu: You said that for a period of 
tire there vaa n direction put out to Walston em¬ 
ployees to terminate any further solicitation in 
Four Seasons orders. Why uao that? 

Till WITNESS: I think the firm believed it had 
acquired — well, I believe very strongly that 
there were too many shares of Four Seasons earned 
by Walston customers and we bad a tiger by the 
PAUL Fte-tMA, mrsuat — i-<m 
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tail. 

TL."S CFAIBKVH: That woo premised on how the 
pool tier- was getting very substantial? 

THE WITNESS: It was enormous. 1 had been 
urging Nr. Fleeting for sons time to take this 
position, I think the Exchange's inquiry 
probably triggered his agreement. 

TF-H CHAIRMAN: Did the American Stock 
Exchange in any way suggest it night be an approp¬ 
riate course of action? 

THE WITHLSS: I don't renssraber; I don't 

think Do, 

NR. PAS: 7. have no further questions. 

TEE CIIA7RK111: Thank you very rroch, Kr. Rausch- 

l>33< 

C’i-roiouj.-ju.) 

THE CSASE35&.N: We trill take a chert recess and 
then lie. Cricii.in:; can zosuiss the stand. 

(Short recena taken.) 

THE CEAIK2JAIJ: Let the record show that Kr. 
CrisnuLro bac previously bean sworn. 

FRANK J. C P. I M H 1 H S resumed the stand 
cnc testified further an follows: 

DIRECT E3&HIS%?XC3 1 (cont'd > 

PA'JL FisAV.Vi, CS.it. — nstr/wx wrenra — lAni* ?-cu2 
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BY >21. BAB: 

Q At any tints relevant to these proceedings, did 
you have any material inside infortaation concerning 
Four Seasons Horsing? 

A No, 3ir, 


MX. BAB: I have no further questiens. 

MX. Kt&PP: We con get started, but $9on't 
think I will finish today 0 

TBE CHAIRMAN: Wall, we can get in about 20 
minutes. If you prefer not to start now -- 
HR. KF-Al'P: I would liice to review the 
answer to the charges in core detail. 


THE CHAIRMAN; However, you may proceed. 

CROSS E2 T A?iim.TICH 
EY MR. KRiVPP: 

Q In Cctohcr cr H^cahiar of. 1553, it was your 
tootiecay that you met Hr. Clark, Mr. Gray, Mrs. Gray, 
and McCollum h\ Fr.-t York City and cn this ccc^on 
you indicated to It:. Clark that you would like to buy 
restricted stock in Four Seasons, la that correct? 


A Yeo. 

Q Was fclvj statement made in the presence 
of anybody other than Mr. Clark? 


A 


Well, Mr. 


Gray s 


sitting, there. 







Criraninc-cross 
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Q Woo Mr. McCollum sitting there? 

A Yea, cn Che other aide of the table. 

Q Prior to this meeting 5.n October or November 
1968 — first, was it in New York City? 

A Yes. 

Q Where in Now York City? 

A I don't recall the restaurant. 

Q But it was at a restaurant? 

A Yes. 

Q Aad prior to the listing of Four Seasons on 

the American Stock Exchange? 

A I believe so. 


Q Were you eweire at that tire of Four Seasons* 
intention to list oa Che American Stock Exchange? 

A I believe so. 

Q Who had informed you} 

A I think Hr. McCollum and lie. Miller had 
dice nosed it, that the company vraa tair.lcicg about list* 


lug on the American Stock Exchange. 

Q Prior to October or November of 1968, had yoi 
discussed the listing with Mr. Clark? 

A I believe so, yes. Mr. McCollum had asked 
several people in Chicago and it in turn ccaa to New 
York, did wa Jtnoj of a goo. specialist. 

PAvIb P.V.X'A.V* C-S.P 1 . — jvw Ket&roi — vA.-car t«u 
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4 

5 

6 

7 

e 

9 
10 
11 
12 

13 I 1 

14 

15 
1-5 '! 


Q Prior to late October or early November 1968, 
would it be fair to Gay that you formed a good personal 

relationship with Mr„ Clark and other people in Four 

» 

Seasons ? 


KR. BAD: That is a total characterization. 

I think it has to be more specific to know what we 
are speaking of. 

THE CKAIPJM&N: I think Mr. Crissains can best 

* • 

describe the relationship lie had. 

A I would call it a good business relationship. 
Q Prior*to that meeting, had you met with Mr. 
Clerk oil purely social occasions? 

A Yes. 

Q And would he have been inclined la a golfing 


**? h 


i! 


is !i 

li 


?.? t 


29 

21 

22 

23 


24 


25 


noliday in Eas Vegas attended by your wife. Hr. Clark arul 
his ui£s and Ilr. Linn? 

A I think it w.u in the following year, in March 
c£ 1959, semawhere thereabouts. That is my beet recollec¬ 
tion. 

Q If you refer to pages 31 and 82 of your testimony 
I believe it was scse tims In the middle of 1963. Would 
you like me to refresh your recollection? 

A Yes, I would appreciate it. 

Q A question at page 81; 

?AIJJ. PflC-Mh't, C.5.K. — tr-Hsr.Tt Mm^at — BAj**r i-om 
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*^ere there any oth-ir meetings during this. 


period at the end of 1968? 


“Answer: I think I played 3ome golf with Jack 


around the middle of Movsaiber. 


“Question: Where? 

“Anovjer: Gut in las Vegas. My wife was there. 
Mia wife was there. I think Jiux Linn *?ao there and his 


»» 


wife. 


Do you want Co change your testimony* 


11 [I A No. 

i 

12 || Q kaa it before or after the meeting that t he 

2.3 || purchase of restricted stock from Mr. Clark was mentioned? 

14 | A I honestly can’t rcsircbar. 

15 (j Q Letfe go back o few con tbs to June of 1958. I 

Jl 

It’ j-, bo lit"’a you coni: it '.'32 your first vicit to Four 

2/ it Gklctnas. City. 

*3 I A Correct. 

w j; 

» i Q Before you went there, yon a topped off at 

*0 Minneapolis to visit people freu IDS? 

21 A .Incorrect. 

< 

ij 

22 i Q Well, cia you asset with people fran IDS, In- 

23 ; viators Diversified Services, in Oklahoma City on the 

! 

24 occasion of your June 1SG3 nesting <k'*n thero? 


S3 | 


5»w c 

*» *•* /, 


A Ho, sir. 
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Q Were you ecooiapanled by cny ofchar individual- 
connected with Walston in June of 1968, on your vieit to 
Oklahoma City? 

A In June of 1963? 

Q Yes. 

A Mr, Paul Elliott, our research analyst. 

Q You are quite certain you did not raset there 
with anybody from Investors Diversified Services? 

A Absolutely. 

Q What raa your next mooting after the June 1968 
'seating in Oklahoma City with Hr. Clark? 

A This is five years ay.o. I will have to refresh 
cy recollection. I den* i want to cait anything you 
think is relevant. 

2 $Z C E_1B; Give bin your best recollection. 

8L&PP: I have sto objection, for purposes of 
your refreshing your recollection, of furnishing you 
with a ccpy of ttiS chart cr roedr.ep. Exchange Exhibit 
36. 

HR. BAB: If iiT. Knapp has a portion of the 
tcatir/nny cr a deemeut, be can shcr.-: it to the wit* 
ceaa and see if it refrasLeo bis recollection. It 
ic so long ago hs doecn*t have a clear recollection 
new on fr.ei'e xuivmtae. 

PAUL FRCMM, CS.fl — sranmv asrcs73* — BA«/or 7-eua 
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THE CHAIRWAH: Would moat of these dates be 
reflected in his earlier testimony, where ha icay 
have been far more aware of the event? 

MR. KJJ4FP: I think when testimonial relevance 
is given, T. can relate the event, which is in 
chronological order ia Exhibit 35, relate it to 
Mr. Crinssics* testimony, which would be of guidance 
to him and the panel, 

TEE CKAIISiAM: Go on. 

Q If you look at page 5, you will eso the s to te¬ 
nant that you arranged a breakfast meeting in Hew York 
hatraen Vz, Clear!; acd pertnors of two hedge fuads, Messrs. 
Kalmbcck and Ec-mac. Would that refresh your recollec¬ 
tion as to s nocking in Hew York in July of 1558? 

IiR. i'L'ii: That is a uwsu*fcf:ru: fiumiskad this 
juoi.iiins fiy .. 5:. Inv-p;.*. it purports to relate to 
transcripts, exhibits and other documents. I think 
the way to oc it is with the transcript or document, 
THE C1UIP.1&K: His fir at attempt is to ask 
hin who vies there, share it was held, et cetera. If 
fce hoa no recollection of it, if he has a transcript 
peijs, yon can refresh him further. 

Q Docs that refr-eb your recollection as to a 
e&efc&sg with Ifc-ssjrc. Kaliubac!: and Ea.cman? 

PA'Jh l-RX.ViA\ CS.it — sxi .anvj kcpus.iut — sa aun 


E- 130 








3 


d 

4 


J 


6 

7 

a 
o 
20 
22 
12 
13 
M ! 

a 

1« i 
i 

! 

— ■ • 

•* « 

IS 

29 
20 
2 .?. 

2 /; 
22. 

2<: jj 

2-S !l 


CTiiaairiS“Ci‘03a 359 

HR. EAB: I thought you made the point ha has 

to find out first whether he ha3 any recollection. 
He is asking him to look at this piece of paper. 

TiE3 CHAIEKAN: He merely read it end he asked 
if it refreshes him. If he says it doesn't refresh 
him, he will find a further reference. 

THE WITLESS: It could be in July of 1968 t yes. 
Q I go to your own testimony on page 39 -- 

HR. JL43: This is the vice of it. He shows 
him the piece of paper and then he has the tran¬ 
script. 

TIE CFAIRMSN: You are showing undue ccccem. 
He asked him does be recall a rneeting in New York 
City 3 between certain people, held at a certain 
ti-nco Ho:? he is stferrir^ to a transcript page 
'. J nere hi mfw/at further refresh himself. If it 
disturbs you net to have yeur witness look at it, he 
need s-ot look at it, 

Q At page 39 of your interview, your answer to 
the inquiry v:as: "I believe it was July 9th. I had a 
breakfast meeting set up with two friends of mine who 
run two small hedge fundo, Berman, KaLaback & Company. 
This was July 9th or thereabouts. 

'’Question: You had r. breakfast meeting with 
P^iiL F*;O.V(M # C.5.H ~ sr^v-Yr* — ia *** *-»m 
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Mr. Clark? 


"Answer: That 1 s right, with Mr. Kalsaback & 

Mr. Scrnaa," 

\ I aoi; you whether you have any independent 

recollection of the subject scatter of the discussion at 
this rn.ee tiog on July 9th or thereabouts with Messrs* 
Kaliubsck and Herman? 

A Well, if you continue on, l!r. Knapp, you will 
see basically it was tc in-;reduce them to Jack Clark* 
They had dona some independent work on the company them- 
selves o They certainly had seen the impressive perform¬ 
ance. in terras of the stated public earnings that this 
company was issuing. They had indicated a desire to 
meet Hr. Clark. That was the purpose of the breakfast 
meeting. 

Q Eg jTC^Ja — wC»'»L 2. trild G 3 of discussion 

which night have been had nt that nesting? 

A A very general megting. They in turn flew out 
to see the company cn iiumuroas occasions thereafter, to 
do their .cwn independent evaluation of the company. 

Q Did you suggest to Messrs Q Eerman and Kalmback 
that they take a position in Tour Seasons* ctcck at the 
masting cf July 9th? 

A Ho, sir. These are independent mr.ney managers 
PAUL FiivV.M, C.S.R. — s'iCH.'iT.ra ea>i'<erm — bah*/ t-csjj 
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o make their aim decisions* 

Q But cn the 9th of July they bought 1100 shares 
through Walston, is that correct? 

A Yes. 

Q And all together they bought 5600 shares in 
the next few days, as indicated at page 40, is that cor¬ 


rect? 


THE CKAI3I-5AH: is that page 40 of the tran¬ 


script? 

MR. KKAPP: Yes. 

Q Did yau handle the accounts of the Kalsiback and 
Bernoa hedge funds? 

A Yes, they had accounts with me and several other 
brokerage firms. 

Q Would you consider those purchases solicited or 
unsolicited? 

A Well, they formulated fch**r own opinions based 
on ires ting !•£;«. Clark end listening to a broad discussion 
of the company. I don*t think I could call it e solicita¬ 
tion. They act independently. These are money managers 
whn act completely and totally on their own evaluation 


23 fi of a couoaav, 

•* • * 


Q Did you recomcend to them that they purchase the 


,? • ! ntcck? 
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A I dcn’t^ believe I did. 


'X 

MR. BAB: For the record, I believe we ought to 


indicate that the portion of the transcript read 


was net read completely. It seems to indicate that 


at his interview Mr. CrlTarcins was reading from 


son’s records. He didn’t have the information in 


his mind o I think the other impression was given 


by what Mr. Knapp said. It says, "I don't have fcfrm 


correct total, I can add those up.'* 


Ther. he want on to talk. It ceens to indicate 


he had something in front of him when he testified at 


the interview. 


14 !! BY MR. StflAPP: 


Q Bo ycu have any independent recollection as 


to whether, in August of lulu, you reads arrengesients 


uor Kr. Clark to msec officials of Karine Midland Bank? 


A I am glad you brought it up. Mr. Peter Goild 


nad lunch wutk lie 0 Claris and myself one day. I went back 


to ny office ei'ier the luncheon, which was e very general 


discussion of the company. 


They in turn walked back to Karins Midland 


Bank, and I had no further conversation with either Mr. 


Clark or Jit, Gould as to whether or not anything would 


transpire. In toraif* of Maria.® Midland making an investment 
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in these notes, not one further word, 

Q But later you received ccnpen 3 ation or credit 
for plr.c5.ng securities of Four Seasons with Karina 
Midland, is that correct? 

A Well, the condensation, to use your word, was 
unregistered warrants in Four Seasons Equity which ore 
also worthless, which I never received. 


tfii. EAB: Can we al3o note for the record fr om 

vhoai this conp2i'.Gatioa, or whatever it le, flowed? 

THE WITI3SSS : Frcra lie Is ton & Company, 

Q Do you recall your next seating with Mr, Clark, 
from your independent recollection, after August of 
1968? 

A I would have to refer to the record, 

Q I refer you to paj-.e 3? of your testimony. 

. A Page 39 myo r.vr.vrA Avgust or September of 

1S6S, 

Q When you visited with Kr* Clark in Hew York 
City, is that correct? 

A That’s correcto I still and was then a 


member of the President’s Council of Fordhaa University. 
I vaa quite interested in seeing Fortibcm make an invest* 
rceat in Four Seaooss Nursing Centers, I took hia over 
to Jerry Tsai’s organization, where the president of the 
f’Aliu FH »; i i i C.S.R. sroi5iv.*» k?or'iqi •• 7.4432 
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organisation, the treesurer and myself hod placed two 
Fordham accounts under T3ai Management's investment 
advisory department, 

I took Mr, Clark over to meet three or frevsr 
money managers who wanted to mast Mr. Clark, and I 
broug5.it them over for that purpose, the express purpose 
being to buy ii for Forahfim University, but they wanted 
to see Mr* Clark and formulate their own opinions and 
evaluations• 

Q Did you knew, a3 a fact, if Fcrdkam ever took 
a position in Four Seasons? 

A Yes, sir, th-sy did. 

Q Do yGU 1mow the sire of tLs position? 

A I cm not cjuite sure of the number of bos'?**. 
but it was a good position, They bought it on 
secondary offering in November of 1968. 

Q I assume you recommended the stock to Forciham 
University as c. nsuabor of the President's Council? 

A I recommended the stock to the investment 
advisors to lock into the stock. I took Mr. Clark to 
meet the Tsai Kansgsraent people, who in turn did their 
own independent homework on the company. 

Q According to your testimony on page 33, you 
wanted Fordbom University to buy a pc sit ion. 

PAUL FXGMM, Cilf- — tvor.'ivpa Mxcte* — ca «u.y i-ou 
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A Abnolutely, but I didn't have the determining 
power to initiate & transaction for Fordhaa. Only the 
TcaJ. MSaegeicent people could decide it. 

Q But you wanted Fcrdham to buy a position in the 
stock, 2.3 that right? 

KR. BAB: He is just arguing now. The tes¬ 
timony ha3 been given. 

Q la that statement correct, according to page 
38 of y-our testimony? 


TK2 CHAXRiJAlS; Ask him if he had independent 
power to purchase the stock. 

Q Admittedly you did not. 

A That's correct. 

Q But you wanted them to buy the stock, accord- 

i 

irg to ycur tcctf.^oriy at page 25 . 


A 



Q I think we liad an opportunity earlier today 
to go over the transcripts cf the personal accounts 
opeiicu at Ralston rot* 2£r 0 Clark cu.d other persons con¬ 


nected with Fear Scacc-ng. Co.ild you tell us how the 
question of ycur opening eu account for these individuals 


arose? 


A 


Well, I had a pretty good record in the indus¬ 


try, in terms makirg iter.?? for clients„ I think they 


?'AUL m 1 , 
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nay have beard about it £zom some of the people, scans of 
the other people in Valstom. They asked me if I would 
open and service an account for then in Hew York. They 
had accounts prior to that, I believe, in Chicago• I 
agreed to open end service accounts for then in our 
New York office* 

Q When you say "they,” who is the first person 
who approached you to open an account? 

A I co not quite sure* I think it was Mr. Clark* 
It was Kr. Clark or Mr, Souse* 

Q Did Nr. Clark arrange for Mr. Bou3e and Mr* 
Clark’s pilot P Mr. Keller, and the other people to open 
these accounts? 

A No, sir. 

Q Did they call you independently of Kr. Clark? 

A rv,o -• 

£ — o 

Q Coding to the conth of September or October 
1SS8, I refer you to pegs C6 of your testimony. Is It 
not the fact that you knew, acsie time prior to November 
12, 1SC.G, when 5cur Seasons was listed on the Exchange, 
that that listing would occur? 

A I think I isisxrercd thot before* 

Q I vculd to have ycir* answer again* 

A The answer I gave you before vaa yes* 

PAW. FRCWIM. G.S.P. —• sstf/JTm racers — e>*!Tr ?«<fm 
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Q Did Mr. Clark addreoa to you any inquiry about 
recommending a specialist for the Four Seasons' stock? 

A The first inquiry, came from Chicago, from Mr. 
McCollum. 

Q Do you recall the nature of the inquiry? 

A They were interested if anybody in the firm 
„ I 

8 had a recommendation Co make of a good specialist 
0 on the American Stock Exchange. 

10 Q Wes that the first time the question of an 

11 ] Exchange specialist was raised by Mr. McCollum? 

12 MR. EAB: I will object. I don't sea the 

13 materiality of an inquiry frcra somebody in the 
M 

14 Chicago office of Wale ten to Mr. Crioimins regarding 

15 it. I.dr.n't see wiisre it relates to the charges. 

15 ■ TITS CliiliriUJ: He is e::;; ior ir.g ala relationship 

j V/ith the company, what cervices ha itay have per- 

1S || formed; obviously, if \jz. vac in ca the determina- 

jj tier to reaosraiand a specialist for tiia. firm. 

Q Did the inquiry of the specialist come from 
21 tic. McCollum cr I'lr„ Clark in the first Instance? 

23 A Mr. KcColluct. 

Q I refer you to page 64 of your testimony, line 
34 13. Your answer to the inquiry an to h cm the matter of 

I a specialist raise to ycur attention is: 

I 9/-3J L Fi.CM/Vt, CS.?t — stextvw {'rr.'>rra» — '.v.-tiey i-eciz 
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"Answer: Specifically, I don't remember who 
informed me of the possible listing on the American 
Stock Exchange* I sm trying Co recall, but I Just can¬ 
not think of it. Jack did ask me" — and I presume you 
refer to llr. Clark — "if I knew of any really bona fide 
people Wiio would be a good specialist for his company, 
and I thirl; rightfully so because they had worked 
pretty hard in buildleg this company 0 it could have 
happened that way." 

At that time, did you recommend a specialist 
to Mr, Clark? 

A Vie had a ;?ct-£ogether for cocktails one after¬ 
noon in Mew York, 

Q Hie question is, did you recommend a special¬ 
ist to Mr. Clsrk? 

A I am tao*;ariag your question. 

Q The arewer is yes cr no, 

A I have to tell you basically the introduction. 

Q I think tne question calls for a yes or no 
answer. 

THE CHAUkilN: Ucll, snxrcr and then cup la in 

your yeo or no. 

A -Yea, I made an introduction. 

Q Mow you cen nuke ycur emplane.cion. 
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Crlamina-cross 
A Thera was an afternoon in New York when Mr* 
Clark, Mrs. Clark, I believe rayself, lie. Santangelo,. 
my assistant manager -- that is all I can recall right 
now — met for a cocktail at 5:30 or 6;00 o’clock, the 
purpose being for Mr. Clark to reset Mr* Santangelo and 
Mr. San tenge l.o to reset Kr. Clark, at Twenty-One. 

TIE CHAITU'AM: It ia ncw a little after five* 
Can we wrap this up with your questions relating 
to this specialist aspect? 

Q Did you tell Mr. Clark you thought that Mr* 
Sanfcargalo would reake a good specialist? 

A I told Mr. Clark that my secretary's father was 
the president of Keystone Railway Equipjreut: Company, and 


— l several years prior to this he had been in New York 

55 I visiting his daughter* Katir/rally, he cz^e to toy office 

I! 

27 and voiced Ms dissat•J.sfp.cfcitm with the fact he had 

21 I been listed on the Midwest Steak Exchange and ha was not 

I _ 

; really getting what he thought vras a good market in the 

£3 3tcck. His vjijit vas i-t: 0 Shecsloy* 

21 I had Mr„ Shceslay reef Mr* Santcngelo down at 

2i the American Stock r,::u.aange, Subsequently, the company 

I 

•**’ | moved front the Midwest Exchange to the Aisarlean Stock 
2-1 j Exchange. I attended the iuzcheoa which the Keystone 

?*;» I Railway Equipment vent on the American Stock Exchange 

i! 
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and Kr 0 Santcngdlo * s firm became the specialist unit in 

/ 

tile stock* I thought fir. Santangelo was a good special¬ 
ist* 


Q Wasn't he a good friend of yours? 

A Yes, his wife had worked in charity benefits 
with my wife, 1 had known him about seven years* 

Q And subsequently to his becoming the special¬ 
ist, I believe you testified" you were in contact with 
him at: least several times by telephone? 

A I would see him around !Tew York* I would 
sneak to him, either by phone or in person. We all live 
up in the sacra part of liesfcohester County, 

Q Did you telephone 1-jr. Santaagelo during 1969 
generally about twice a week? £ 


A I can't recall. \ 

Q I rexer you to page 129 of your testimony: 

"Question: About bow frequently do you speak 
to J*r* Seatangelo? 

"Answer: I would say once or twice a week* 
Either he calls me or I call him, More often he calls 
me to ask ms what I think of the market myself," 


Does thee refresh your ©collection! 

Yes. 


I 


KR, KFi-PF: I think we car terminate at this 
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objection? 

MR. CKH-2'IIi73: none whatsoever, Mr. Bab ad¬ 
vised ms o£ the situation yesterday and I have no 
objection. 

TIE CHAIRMAN: Mr. Knapp? 

l-Ul. Kl-AF ?; The Exchange has no objection. 

TITS CltAlRvlLN: Thank you vary much, gentlea'ea. 
We will now continue. As I recall it, Mr. Knapp, 
ycu are in the process of cress examining Mr. 
Cricraina. Let tl;e record show that Mr, Crit-ains baa 
been previously sworn. 

FRANK J. CRIMMIHS reacted the stand 
and, having been previously duly sworn, testified 
further a3 follows: 


15 j CROSS 2SiM-Il.iVTlCI:J (crat'd) 

!> 

u |i BY MR. KKAP?: 

J 

Ij Q You were present at the last session, on July 

i 

3 13th, when I-i* , Rauscbnan, the ferxer counliance officer 

j 

29 jj of Wainton &. Company, testified. 

21 ii A Ye3, sir. 



23 

24 


i 


a; H 


Q At page 3^3 of iff, Rausclinan'e testimony, tbs 
following question end ensx^er appears, addressed to Mr, 
Rauschraan: 

"Question: bid Mr. Criiasina ever indicate to 


PA'JL FRCmAM, Co.£. — stuotyw wcpoina — sAisbr t-cbm 
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you be was interested iri or bad purchased 3hares of un¬ 
registered stock of Four Seasons frem the company’s 
principal officers? 

“Answer: No, sir, not that I remember.” 

I want to a?k you, tic. Crimains, whether you 
over icparted to fir. Rauschman tbs fact that you held 
unregistered shares of Four Seesoca Nursing Centers, 
purchased from the company's three principal officers, 

A No, sir, 

MR. EAB: I will object to the question. As I 
understand the question, it seems to so to this 
charge that Kr. Itefipp has tried to raisa in the 
analysis ha served before, going to the propriety 
of the disclosure voder the entire restricted stock 
-jurcoaue. l fc my underatending that the panel 
. rv.Aod it io r.ot part or the charges and it is 
not something re. era presently discussing. 

NR. K.jiP?: I believe 1 can connect it, Mr. 
Chairman. 

TrI2 CHAIRMAN: All right, v?e will admit it sub¬ 
ject to further comaction. 

B? 17. KEAFpj 

Q At page 342 of Hr. Rauschman’a testimony he was 

thn fcllo-ftng q*:es’:5.oa: 

.!£. F.?5/A»\4, CS.fc — sreewrra aeerset — aA-c^ 7<ua 
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"Question: Mr. Rauschs-an, es an ©apart legal 

compliance officer ccd counael, if you had known that Mr. 

owned 30,COO unregistered shares of Four Seasons, 
purchased ihrea the company’s inciders at a time when the 
Walston f iro was Four Seasons* principal underwriter, 
vould you have adviced him to tusk© disclosure to his cus- 
tcrucro of thin fact?" 

After core objection Kr. Rauscivcan’s answer 

vac, appearing at p"3* 243: 

"Ansver: That would have been in accordance 

vith cur policy. Yes, I vould cava given him such ad¬ 
vice - 11 

Is it your testimony, Mr, CrJxxains, that you 
;.-jre v-suaatri of any firia policy at Ualstea requiring dis¬ 
ci gj-.;;* to the firu oZ purchases of unregistered stock 
cf lusu.:rs for whom Walston T -as acting as an underwriter, 
f 'crucial adviser. or in a siv.ll.ar capacity? 

Ifl. EAB: I will object cgsiUe There is not 
c.'i 2 word in the charges about a question arising as to 
clLa closure to custodiers. That is being dragged into this 
I'.'crirv at thio very. 7 late date as a new charge, I caa not 
1 afraid of the taeritc of the loans, but be is just expand- 

i 

lug the charges to the point where wo have been saying 
•b'c.i the beginning chat: we just don't knew w'oat wa are 
► W.\JL PRJOj'JtkA, CS.h. — vrrMOwrc Rssaa — a a***/ ««* 
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here to defend against, it change a every day.' 

MR. KNAPP: We bed a witness testify that it 
vns c fira policy of Walston to disclose these - 
natters to the firm and to its customers. I want to 
aslc the vitnasc whether ha was aware of the- policy. 

r®.. B.^3; i would like to knew where in charges 
there is any allegecion relating to disclosure or 
nou-disclosure to customers with regard to this 
restricted steel: purchase. I don't thick I can 
find it. We arc just going far afield of what 


this oatter is supposed to be about. 

TZ2 CHilEKfiX!: I think iu subparagraph 2 under 
Ck-rgo 1, it coos relate, and I on quoting froa the 
first sentence of subparagraph 2: 

Respite t.iis obi^.aticii, Kr. Critics 'sngaged 
mi wive cor truing effort:: to solicit, proocte 
ir.osrcat ana uarbating activity in the stock during 

.-.-cc^caliy tas entire period t:ha stock was traded 
ou the Ibschenge." 


I think that getting the disclosures or non* 
dicclosi'ros ho *aado in dealing with customers in 
Four Hensons is relevant background that wo night 
consider, i egreu with you that during the iater- 


u ' or employees of Aoaes courj 

»• tv», U5.y. — irr_^;vu roster 
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I think he did ical-e it clear that there is no charge 
standing cions bated upon emissions to state tbe3e 
facts, thou they standing alone will give rise to a 
violation, ucr is it alleged aa a single cause of 
action. 

I think it is background as to what disclosures, 
if any, Mr. CriEmlns cade in the cour 3 e of his 
activities as a salesman and a manager for Walston 
v/ith respect to his Four Seasons sale 3 . 

HR. EAB: Ha 7 I just underotand? Is that be¬ 

ing considered as one of the aspects which cay con* 
stltutc a violation by Itr. Orirciins? Is that one 
of tliti i3sues involved in Charge 1, because it 
aortaInly deesn’i: appear in the charge? I would 

like to kac:* if ycu are attending the charge to 
cnvle it? 

CK&IIw&il: I think the panel would like 
‘-• 1 - thi background with respect to bio activities iu 
io\rc reasons stock, and of course, this testimony 
'••cc- elicited from your witness. 

Ml. EAB: Over ny objection, Iir u ChGinsau, for 
the very cars reason: we are going beyond the 
charges and we are in effect amending those charges 
r ‘“ ' ->r tir;g c nor charge which we arc new obliged 

?RCmViM, C.S.ti. — Kr.v.v.w MPc.r.'a — gatv* 7<wj3 
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to defend against. 

TKE C’iAIRrSAH: Ue do not deem it to bo an extend- 

Kent of the charge. I will direct tbs witness to 

enswar the question. 

MR. KMAPP: Please reread the question, Mr. 

Reporter. 

(Question reed by reporter.) 

A Yes. 

Q You ware unaware of any such policy? Since 
you didn’t iicport the inf onset ion concerning your stock 
puiciissos CO Hr. Ravcchitau, did you iiupert that infonsa* 
c;.c:»-. io aaycaiy elca at hal3ton bafcwcan Hoverher 1533 and 
Hovera'car 25, 1253, whan you ware called in fer as Exchange 
interview? 

■ u I'njre tx.:- so enunciated policy at F.ilston to 
J0 c ' 0, --.are caea, I certainly would hava. 

Q I^garrdLex 3 o.: the policy, did you inpart that 

-...o.vcto aoyba-Sy at Walofcc-a? 

A Mo, sir. 

Q tn ilovemuar 25, 156?, IS.*, Cabell sccospaaied 

you at 2 ’our first interview at the Exchange, :lo that 


correct? 


Yes, sir. 


Die you have an opportunity to di;;c:.oJ yevr 

r / t !• r* r 1 c* 

* c ’*'■* ‘ «*.‘- 0«!vv Ct-.tv. — Sfti&.Trt kZ'X-.'O* — 7*0>J 
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a cock purchases of unregistered stock with Hr. Cabell 
prior to tha interview? 

A No, sir. 

Q So that the first tine Mr. Cabell knew of these 
unregistered stock purchases was when it cmra from youi. 
lips cn November 25, 1969, is that correct? 

A Yes. 

Q 0a Koverbar 25, 1969, do you recall what the 
epproutvote price of Four Seasons stock was? That is the 
cate of your interview. 

A Ko, I don't recall. 

O vTould you accept Fticbarvga Exhibit 6, indicat¬ 
ing that the closin’; price on Ker/oabar 25, 1959 of Four 
Seasons wao 73% ? 


A 4 j. 

l'< ' 
J . 

z j ; 

t 

2:. : 


1 , 

- • j» 


2i * 

»« 

74 I! 


A I will acee?: that, 

Q £a.3ed on tha 30,C?t0 chares you then owned, what 
viio the value of *?ovr holdirvo of restricted stock, in 
Vopinion, baaed upon year criteria for evalua ting 
lettered, restricted or ui'are^istered stock? 

151. BAB: 1 iJill object to this, /ire we talk¬ 
'll*: about rrjQrkct valuation, replcceiraut value, 
v\'.zt tie discount was in tha carket? 

Mil. KNAPP: ]! want bio own valua. 

TiuL CuAiGlliiS; i c:a cowsv-hcfc coaihieed by the 
1 -AJL FirxVwVi.. CLS.K. !.~'.\yrr.% rs:c;r<a — 
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quest ion* Are you asking niia vib at the market value 


'I 




was? 

KR. KiftFP: What he deemed to be the value 
of 30,000 restricted chares, with his own criteria 
for a discount, based upon a market price of 73 % „ 

MR. BAB: I will ooject 0 Are wa talking about 
Triiat a willing buyer would pay a willing seller at 
ana's length? 

Hit. CliA.uUi am not altogether convinced 
of its relevancy or materiality. 

o Crirn’iins, if you have an opinion, you cay 
state it. 

I'El. KSftl'P: It refers to Charge 2. 

Frankly, the securities v^n'c bought for long 
at them frca the standpoint of 
, 82 *s or iac*iti>ts-iSiOiiCIi* Unregistered securities 
••'su't I rally have what you night call a uarket value 
folding period is concluded, which in this 
business in roughly two to three years. 

Q Isn't it a fact, though, that unregistered 
sh:.res of l ? ot:r Seen or. a stock ware being sold, uadar in¬ 
vestment letters during 1969? 

A Could you clarify it, please? 

Y “ r *» weren’t unregistered shares of Four Seasons 
/V '~ — sr:<zm crrj;-.x; - Mr.> 7 <,va 

T " - >>«•<•* I^UH,L » i. ^^mp,.i" . i i iiT WWW^ ym ■ ■— 
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Kurcing stock being sold to institutions and other private 
purchasers under Investment restrictions during 1969? 

ItR. EAB: I will object to this D I don’t see 
the materiality. It is vague, in general, cold 
by whoa, to whoa, under* what circumc taac® a ? 

121. KNAPP: The vJitness can say he doesn’t 

know. 


THE CHAlPJiAN: You cay answer if you know, 
Mr. Criimins. 

A I am not aware of this. 


Q You say you were not aware in 1969 that un¬ 


registered shares were being sold to ether yorenna anJ 


institutions? 


m. BAB: 


•s a ;r.::e, 


He said he doesn’t know nov whether 


Did 


?o'i in }.i '9 \*hai:h@r unregistered 


ii ’ nc '• V2S ‘-re being sold? 


•* iliwij -i) V*• 

Q By Four Seasons to lostit ations or private 
purchasers. 


TIj-j CHAlSil\H: Before hs responds, for my own 
information, when you say by Four Seasons, you 

mean by the company or by principals of the ccc- 
pc.ny? 


P/ilk. gKC/i.Vl, CS.H. — ;crA:i ksi-stsr — cAieiur 7-<«aa 
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HR. K12APF: I am talking about shares issued 
by the company. 

TIE CHAlRMAUs Ey Ch-a company? f 

HR. XEAP?: Yes, unregistered, lettered stock. 

A I guess subsequent to the finalization, yes, I 
guess I van. 

Q Subsequent: to the finalisation of what? 

A Vasn't there a financing done by a firm for ' 

Four Saasoii3 in 1969? 

O That's correct, April 21, 1969. Do you recall 
that, Mr. Critrains? 

A I don't recall the date, no, but I recall it 
was in 1S-SS. 

Q And do you recall it was the financing announced 

i 

ou Arr:.. 1 . 2ctth cf fc’ora* Seasons franchising Oentare by 15 

i 

o.v 15 Institutional and private lavestore? j 

A i don't believe 1 ever saw the actual number 
ol institutional investors, no. 

Q I didn't ask you whether you saw the actual 
n'sJsery but do you recall the anaouccemant of a $15- 


2 rj iiillio n placement cf s< icuritJ.eo of Four Seasons and 
*our Gnr.scna Equities? 


A Yea. 

Q Do you rood', the purchase price paid by the 
PAVL C-S TO — iruvjdrt rxioioe* — tArebr i-s»u 
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holders of restricted stock on April 21, 1959, of re¬ 
stricted shares of Four Seasons? 

A Ho, I don't* 

-21« KMPP: I offer for identification as 
Exchange Exhibit 37 Four Seasons Equity Corporation's 
S-K report filed v?ifch the Securities & Exchange 
Ccnscission in the month of Key 1969. 

IS.. BURNS: It is marked Exchange Exhibit 37 
for Identification. 

TI-IE CnAIEl’.'/U": Are you offering it into evi¬ 
dence? 

KNAPP: l will gi-oiT it to the witness first, 

(ihc 3-X referred to was lsarked Exchange's 
Lbihibiw 37 for identification.) 


i! 

I 


Q I show you Exhibit 37 for identification, Mr, 
hji.i.i and I asa you to read the first page, please, 

A:ter you have read it. I will ash. you e question. Is it 
““*■ -* c - 4»nci‘c restricted shares of Four Seasons stock 
vcve acid o.i or about April 21, 1969, restricted 
unregistered 3hsre3, for $CC a share? 

Ml. FAB: I Mill object to this as being totally 
iiimaterial and totally improper. I assures he has 
handed him an official docunsrit, an S-K of tho 
>-* it io representative of what was filed, 

*V'AJU i'i.v.V>V\, C.S.Fi. — src.vm -2 rtcar.vs: — eats^* i-e»a 
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it can certainly go into evidence 0 We don't kaow 
the terms. We don't know what was approved in the 
negotiation* 

Mil. KMA.PP: It is highly relevant as to the 
issue of contemporaneous marketable value of Mr. 
Critnnins' 30,000 shares of unregistered stock, for 
which on liovember 25th he had a cash investment of 
$7.66 a share, when unregistered stock was being 
sold for $c0 a share. I think it raises a very 
carious question as to why Vx 0 Crimaius got these 
particular terns from the Four Seasons insiders, 
which %:** will develop. 


TIiS I would agree with Mr. Knapp 

tnat this is a relevant 1 ir.c of questioning. You 
may proceed. 
hi lii. thl;U s P: 

O It iS fPCt t*'"t VV*"!* •»« ? €**■or? ->w,n nf 

Fo*ir Seasons stock vara beir.g sold, at least in April 
of 1S59, for $50 a share, is that correct? 

MR. BAB: I will object. I don't know that 
Mr. GriLerlno knows it. He lias asked Hr. Crtenins 
to rend something, which I have to ccaima has some 
information to Chat effect in it. 

'iHli CHAIRHAws Mr. Criiriiira, do you have any 
PAUL f-Y'.C-.VA', CS..7. — afnxrrvw *.th — 
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personal knowledge that such securities were sold 
at the price that Kr c Knapp has related? 

THE WITNESS: I wasn't sure of the price until 
I saw this document. 

THE CHAIRMAN: Is the price you are quoting 
our. of the public SEC report of Four Seasons? 

MR. KNAPP: Yea, of Four Seasons Equity 
Corporation, 2ir, Chairman* 


THE CHAIRilAH: As I under stand you, Mr. 
Crinriins, until you sat? this report, you did not 
recall what ccuaidaration was paid by those insti¬ 
tutions fer thoir investment letter stock? 

THE WITNESS: Hint’s correct. 

Ifl. PAS: Is that Four Seasons Nursing or 

F.juity? 


?/ c l • 

• ...w « - • 


v c: 


ur Seasons Nursing and 


Seasons Equity. 


Mil. liAB: 2 have looked briefly at this pur¬ 
chase agreement. It is a package offered to in¬ 
stitutions of irhat appears to be various securities 
of three different entities. I think if ws are go¬ 
ing to talk about this transactioa at all, which I 
think io totally irrelevant, the whole purchase 
agvo' c.mt ought to be put in. We arc not talking 
PAilJ. iTiSiVLVi, C.5.H — r:i*ct A<s n&i&rx — uArc^r 7-*wa 
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10 i 


11 1 


about the sale only of restricted securities of 
Four Seasons Nursing Canters. We are talking about 
a package to a group of investors, including ccoxnon 
stock of Four Seasons Uursirg Centers, coanacn stock 
of Four Seasons Equity Corporation, and warrants 
for corar.cn stock of Four Seasons Franchise Centers. 

They have acid a package to a group of in¬ 
vestors . It has nothing to do with what Hr. 
Crinrcir-3 purchased frets inaid era in November of 
1263. 


1 + 1 


If i 


" w j 

•4 

21 i 


;v 

u 


TtlE CiiillftKAN: Mr. Knapp, io it year intention 
to demonstrate Mat Kr. Crlrnins nr.y have received 
n far greater discount with respect to his pur¬ 
chase of investment letter stock than institutions 
v.c-re receiving in oisyiac those came kind of chares? 

MR. XFAPP: I will develop it,. 

tfWJTS: tfes Mr/: the lire you ere -.Ty¬ 
ing to develop? 

*'KAP?: Yes, plus the fact that these 
eecuritiea, restricted, lettered cr unregistered, 
bad a present substantial vnl\;e quite considerably 
aber/e Mr. Crirerains 1 purchase price, which evokes 
the nest* for au explanation c£ those particular 
tert a of purchase rn well as the extrevooly liberal 
i’Alil "utA'M, C5.R. — srewm mscsuz* — s-v*-* 7-<?iaa 
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credit terras* 


I offer Exchange Exhibit 37 for Identification 
in evidence for the purpose of shewing a contemporary 
value in April 1359 of unregistered Four Seasons 
stock. 

THE CNAIRKAJi: It will be received into evidence 
a.3 Exchange Exhibit 37. 

(The S-X report, heretofore marked Exchange 
Exhibit 37 for identification, was received in 
evidence „) 


BY Ill. KNAP?: 


12 ! 


«■ q l| 


I* 


*> « ’• 

•> / 


Q It:. Criraii 'is, cooing back tc your own criteria 
for evaluation of restricted sharet at that time 
of Four Seasons stock on Kovc-iibcr 25, 1953, the market 
v*-s 7h'i c You t'iStifi'.ufi at our last, session that you 
crlievo restricted choc;;: deserved approximately a 30- 
percent discount fret; market and this was the basis of 
ytur arrecaenfc with Hr sera. Clark, Bouse ar.d Gray. 

vlliet;, in your viev as an experienced stock¬ 
broker cn November 23, 1969, was the fair market value of 
30,000 scares of restricted stock then held by you at a 
market value of 73%; 

B2 I think he has previously 

tri.vcrcd the question to the beat cf hie ability. 
i'Avt. PP.3TAM, CS.r. — tTC-;.»v>a ijCk>aTj« — ra-sio* t-jhi 
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Q Is it your answer that you do not know, sir? 

IQ. BAB: I will object, I think he has 

answered it ths beat he con, 

THE CHAIRMAN: He was not at that time giving 
thought to its value, deeming it as long-term 
investment, as I understood him, 

TIE WITK233: That's correct. 


9 ! 

1 

Q Diring 1935 

1 

10 rl 

ji 

financial statements 

u j 

tel. BAB: 

13 

m. KNAPP: 

13 : 

ji 

A I may have. 

H 

14 i! 

Q Did you inc' 

1= 

!» 

Four Seasons stock in 

!i 

A I v:ould hav: 

i/ ,> . 

Q Do you reca: 

13 \. 

end when? 

ij 

i 

A No, I don't, 

20 ; 

Q Would you hi 

21 

% 

cent Uvailahle? 

i 

x 

•%-» ,• 
—, 
i 

MBs. EAB: !?« 

23 ii 

one. I think he 

r. 

7A n 

j 

think he testify 

!’ 

#• • 41 
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Q I ;:ant the 1 
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s 

" you prepared and filed with ecoe lending institution 

« 

ji in 1969 a personal financial statement. 

( 

A I may have; I don't recall 1939 or 1970. I 

l 

• cm not sure. 

t 

I 

Q If you had filed such a statement, what would 

; you have recorded as the value of your Four Seasons 
I 

j stock on Nobember 25, 1969? 

| MR. DAB: This is total speculation based on 

| an unprcvea assumption. I object. 

: THE CKAUuIAM: I think this panel has partic * ■■ 

t 

|j pared enough in dealing with investment letter 

ii , . . . 

■f uugcc co know ur.e varies valuations nut on it. 

i 

I 

I It may be at the time there were conditions the 

j 

jj purchaser would have to accuse in taking the stock, 

a forecast of what the company's earnings are. 

ji «-bvi; l ;ly it mid have v^iue at than time. I think 

! you should pursue another line. I think the point 

ov. c..r« atfcr.ptir’g to make —— v:e appreciate It 

fast it certainly did have value at the time. If 

!l 

I I {:h2 report demonstretec that others were paying - 

:i 

;i higher price than Kr. Crimmins was able to nego- 

J; Mate, obviously, the par el will take that recog- 

r ; 

nit ion if it is shown by the exhibit. 

v KK&PF: I will wind this point up with one 

*.• 

, lAliu : i 'J i'—S.K, — SVfJtOTfHJ Bl?S?.TU — C.Vtis* 7-05J2 
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question* 

. t • 

Q On Hcrvsmbar 25, 1969, whet kzb your total cash 
invcsfnwnt in the 30,CC0 chares of unregistered stock 
that you then held in Four Seasons? May I suggest it 
was $>205,030, Mr. Criisninc? Would that bs correct? 

IIR. MS: It is in the response. 

I®* KKAFP: Can we stipulate that Mr, 

Cr it Tains' total invesfcmnnt at that point was 
$205,000, or $7.65 a chare? 

Tliii CHAI&Mll: Me, Criinnina night refresh 
himself with tne answer, if fce doesn’t recall 
the consideration paid, 

A That number ic incorrect. The total figure, 
imsed o.i review ir-.g ny prior record here, wao $230,000 

m: CK.r?~,j. era tratifying, 15:. Gridins, 
that fha total ncnnitf'rMrf.on paid by ycu, cr you 
v.-err. obligated to pay, was $230,030 for 30,000 
ahuroo of 7c«r Saarson'- steak? 

MB: he, that is tha amount of cash be 
paid. Pa bad notes for nore• 


TI-iE CHAISltlH: Then I taiuundsrs tcc-d the ques¬ 


tion. 


MR. KNAPP: The total cash. The total agreed 
purchase price was $£ 50 , 000 . 

?. ;U.. WCM,\\ i Alt. — t azi-fi * wtm;vj» — 
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Criirains-cross 

TH3 CHAIRMAN: Than you are asking hia what 
amount of cash he paid initially? 

KX. KNAFP: Yes, on Navecber 25th, when be 
coma in for an interview, 

TEZ CHAIRMAN: And you are not 7 testifying it 
was $230,030? 

TIE WIXM33S: Not $205,000, right. 

Q Which reduces it to a shara, is that 


IO j! correct? 


IS. EA3: Via 11, it is argument. ' It is not 


proper questioning of tho witness, 

M?., KITAP?: I think tha panel can calculate iw, 
11IE CIIAIJII'AN: You ore dividing the 30,000 
shares into $“.>0,000; the total consideration was 
£'50,0C0? 

s. , .... ». *-r.4 j_>- -pscuiug cf fcfca cash 

portion of the inveatr^at, 
u/ i: i. K r ?Ap?: 

Q vJIiat percentage of the isarket price of 73% 
would you have hsd to realise on 30,000 shares in order 
to realise a profit on ycur 30,000 shares you then held? 

I-IR, BAB: I object to the question, 

Q I suggest it would have teen about one third 
of the market price, is that correct? 

irlAii;. FftCAAi/!, CS.K. — s ; ^notv?s — zuc*r t-o*x 
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MR. EAB: I object to Cite question. I am cot 
cure what he is throwing into the calculation hero. 
All it is is an arithmetical calculation. 

THE CHAlR>'AiI: Mr, Knapp, couldn’t we recog¬ 
nise that in order to cake a profit, he would have 
had to have realised over $650,000 in the sale of 
the stock to realise a profit? 

HR. KKAPP: VJhich was approximately one-third 
of fcfce car bat price in Konrember of 1959c That is 
a matter of record, Kr. Chairman. 

BY HR. KKAPP: 


H Hr. Chr?*sn:lns , 7 would ilka to £0 hack tc your 
first purchase of 10,000 shares of Four Seasons stock 
from Messrs. Clark, Bouse and Gray, which you testified 
was arranged sccia ti*re in early Mov<n»b«r 1950. At page 
308 of tha transcript of July 18th, you testified that 


"Crrvi* 


it wore ret v.p by their 73 . uct by 

uyself.” 

At page 309 you testified: "This is something 
vhich ir. very paramount. I did not set theca credit 
terms or arrorgousnta. They were established by counsel 
^or these thrae gentlemen.” 

Is it your testimony, Mr. Crispins, that the 
purchase avrangmsantt*, in so fer as credit kcg concerned 
PAUL FliO.WA, CS.fl — Ktscr/rr.-s nr-woia — o/.rv>r i4an 


E-164 




Cr iraainu -cr os 8 


403 


on the purchase of t ha 10,0C0 shares, was formulated 
solely by Messrs. Clark, Bouse and Gray's attorney and 
not by negotiations between you and Mr. Clark? 

A I think the attorney set out in this corro-- 


pond e nee a ora 2 substance of what you said. 

Q Wacn't the basic business arrangement made 
between you and Mr. Clark, acd is it net the fact that 
all tbs lawyer did was act as the scrivener in isa- 
pler^Etins your personal underctending with Mr. Clark? 

A No, I think the pries was discussed acd 
negotiated between uxycelf, Mr. Clark, Mr. Bourne and Mr. 
Gray. The pay.rent terms were negotiated by these people 
through Mr, Andrews to m 2 . 

Q Are you telling ue the attorney set the credit 


rr O ? 


r 

ft. V 


M 3 


'< *eu and IL-. Clark juot set the price terms? 

A I think that's correct, yes. 

Q I rarer you Co pages !7J> and 176 of your inter 

view cn January 29, 1970. At page 176: 

'‘•Question: After you hrd reached an agreement 
wiwh h:n’ — cssening Mr. Clark -- 't.b to price, how were 
the financing arrangements worked out? 

•'Answer: My personal financing arrangements? 

rws. F.bO’.W. £.5.A — Sirct:’™ p-rc^rot — abator 7-»3a 
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"Question: Yea," 

Skipping to line 10: 

"Question: Who suggested this method of 
financing it? 

"Answer: I think it va3 mutually agreed upon," 
Then I refer you to your further answer at 

lire 22: 


"Ac I think new, I think it vjas suggested by 
Messrs, Clark, Bouse and Gray, and that is why I received 
a copy of the letter from their attorney," 

13 it not the fact that the financing arrange-* 
cento, as wall as the pries, wars negotiated personally 
between you sod Messrs. Clark, Bouse and Gray on the 
first block of !0,C*CO chares? 


A I think that answer pretty well states uhat 

T S'—r** "it of* n«* *• r* 

*• i U^,w«lW UV^v/f 

Q The attorney did not set the credit terms, did 

kn, ?£:, Crririr.ir.3 ? 


151. IkiB: X think wa are in a semantic discus- 
sipn, I think what Mr, Crimains has testified to 
is that he got frea the attorney a letter setting 
forth the credit terms• I don't think ha neces¬ 
sarily said he negotiated or indeed that the lawyer 


is the ere \:'.o initiated the credit terms, Ea just 


iWJL Pi CwlVi, CSJU. 


sm.v'ws — sa« by i-twa 
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testified liow bo received cot ice of them. 

Q In other words, the lawyer was merely the 
acrivener in the transaction and had to render his 
opinion to the transfer agent? 

KR. EAE: h’hnfc Mr. Knapp has not reed on 
page 176 io that portion cf the letter from John 
Andrews, the counsel for Jack Clark, which was 
Sahioit 5 at that deposition, in which the letter 
of John Co Andrews states the credit terms, fie 
didn’t read chat portion of what he was just 
rendieg. 


T3J2 CPA IS I 1 'AN: Mr. Crfcsifns, fer my awn cl&ri 
flection, are yea sayicy that you and the individ¬ 
uals you were ruying this stock frera cade the 


*7*/* "cv would 

»»• J * ’*•»/- -* ‘**~ 

... * t . .. .» • • • -. • v.fc« »• : •% p \ «»•*' - »a 

how that credit would he 




p-jrelr.ee this on credit 
.r. yej: left ^kc detail cf 
fcnsalirsod by rote end 
are yen raying Shat couc~ 


sal surgested 

teen earlier 


you buy it on credit, and it hating 
greed to by ycu and the persons from 


when you were purchasing the stock? 

Tt.2 UIT11SS3: The former part of your state¬ 
nant, T. agree with. Counsel just set forth what ycu 
sc:td In tha firut part of your cczzsaut. 


pr.riAfi 


^ «k w 
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THE CltAimiAN: In other words, he formalized 
the agreements you had reached with the sellers of 
the stock? 


THE WITKESS: Correct. 

THE CUAlfC-AN: That you would buy ,C X" 

number of shares at "X" number of dollars per 
share oa , « M tanas? 


THE WITI'SSS: Yes, sir. 

BY HR. KHA?P: 

Q The terns you had arranged with Messrs. Clark, 
Bouse and Gray, as I understand it, was one-half 
no*? end cne-half s:-.n months frera the time you made 
the arrangement, is that correct, Ha*. Crimminc? That 
appears at page 177 of your January 2Sth interview, 

.rhere yen tsutified: 

Axiey, aa-jaaing IbuorSc Clark, House and Gray, 
taid, 1 Fay ua half now sad pay uc the other half aub- 
to the first half. 

Does that refresh your recollection? 

A Ca page 177, I don’t see any reference to what 

you are cpeaking of in terra of the eeccnd half. 

MR. BAB: To expedite this, we have an Exhibit 
10-15-5 that the Esichauge ban put in, a letter signed 
by John Andrew?, nounool for Clark, and Frank 
P?'!’. bT.O'MA, CS .!1 — rr;*r/?2 wpoerm — ba*;*, 7-«mi 
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Cr.ironins p dated December 23, 1968, which cpacifies 

the terms . 

TirS CHAIRMAN: Perhaps It, Crinnins can tes¬ 
tify that that letter correct 1 j seta forth the terras. 

MR. EAB: I show you Exhibit 10-B-5, Hr. 

Criaaains (handing to witness). 

Tin-: WITHSSS; Yes. 

BY HR. XI7APP: 

Q So the arr£:i3casnt was you would pay one-half 
of the purchase price on January 15th, on the 10,000 
cacres, or $175,000, n:.id one-half six months latar of 
$175,000. or apyrc-tehcly in July, ic that correct? 

A That 5 g correct, 

Q Do you recall what the market value of Four 
reasons stock van when the share*; were first admitted 
to tracing on the American Stock Erchange ? 

A Anprc:: latterly? 

Q Yea, 

A I believe it was in the low fifties. 

Q hell, would 57’; as the closing price on November 
12th be accurate, as reflected on Exhibit <5? 

TtE C3ATRMAW: You are referring to November of 

1953? 

MR. hi'iAPP: ios. Exhibit f indicates 57% at the 
r. .wL C.'u J . — ns.v:/vM Rsamj! — e.*.-*};* i-vm 
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close. 


THE WITNESS: Hay I have Che question again. 


please' 


?.4 i 


::s 


? > \/ 

ii 


25 » : 


v'> |! 


(Cluesfcion repeated by reporter.) 

A Yes. 

Q So that you recall the price on the fir 3 t 
block of steak, eke first 10,000 shares you arranged to 
purchase in November of XS58? 

A Do I recall what? 

Q The purchase price. 

A She stock was over the counter at the time. I 

believe it vac crcund 50. 

Q But do you recall tbs purchase price you agreed 
to pay? 

A Thirty percent off tha 50 would be $35. 

Q li-in cio y; u _• yotsf first payment to Messrs. 
Clark, r.>uso ard G:raj on account .of your purchase of 
lc.Cv.0 crates nrrct.ged rvi NovoeLor of l;uo? 

liR. DAB: IItare is an exhibit on it, Mr. Knapp, 
which ia probably a batter way to get at it. 

!<R. 23&P?: Can we agree it was March 15, 1969, 

\ • 

four nonths later? 

!3l. BAB: Exhibit 10-B-13 through 16 are copies 
of Hr. Crispins’ cracks to Clark, Sousa and Cray, 

*" 1 ^ A ^.\j (. «w.». ^ btaiOT.rS 0tAtvic-p 7«^i*33 
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to the Exchange, find they are dated Inarch 15, 1969. 


io 3 


— .i 


It consists of four checks, 

Q Did you ask Hr. Clark for an extension of the 
ti »£2 for payment of the first installment which, accord¬ 
ing to the letter fren counsel, was January 15, 1969? 

A I believe I did 0 

Q And did you call Clark and ask him for the 
extension? 

A I think I vny have spoken to Hr. Clark, Hr. 
Bouse or Hr. Andrews. I asa not cure. 

Q Bid you give than any reason why you needed the 
c- dd it lour. 1 t icc ? 

A I believe I did. 


!i 


i 


** * t’ 

** i 


22 ; 
! 

23 ; 


O 1 

m * (> 


...» r. 

t. 

i t 

•i 


Q And-what v;ar the reason you gave? 

* t 

*i i Cm trying fcc recall. This is a long tima ago. 
- think I sola jcry car ret ah la securities in Four Seiran” 
m February. The proceeds, c goed portion of the pro- 
cocas, wsi.it tj purchase this long-tens letter stock. 

Q Did you tell them you wished to pay the first 
iustalliL-eut cut or the proceeds of the sale of free stock? 

A bo, sir. 

Q Wall, what reason did you give for requesting 
core time. Hr. Criiaaitis? 

A I honestly can*t rccismber. 

Uu'iv/f. : f c*orr-s •> 7<c?3i 


E-171 







r 


Cr lamina-cross 410 

Q Whether they didn't raise any question or 
remonstrate about the delay in payaisnt? 

A Not that I recall, no. 

Q Do you recall what the market price of Four 
Seasons stock was on the day you disposed of your market¬ 
able securities? Hadn’t the stock risen to $125 a share 
by February 11, 1959? 

MR. EA3: Again, ua are probing a recollection 
of many years ago. We have an exhibit which we put 
in which g5.veo the sales price of the free market¬ 
able securities. Isn't that the baot way to get 
it if L\r. Knapp wants it? 


TK3 CilAIEHAR: Yes, or you can certainly show 
the exhibit to tha witness to refresh bia with re- 
apocC to these dates and prices. 

iS.. Kiv&P?: 1 will refer the witness to it. 

M. BAB: Do you have ftoo?'ondort 's Exhibit 5, 
pleas a, Ik*. Burns? 


(Exhibit handed to the witness.) 

'.niS WIT12SS: I sea where I sold my oecuritJ.es 


at 121-7/3. 

I®. BAB: The witness ia reading from Reepocd- 


ent’s ih:hibit 5. 

"lili CKAIxiftai'i: 


Hr. Chrimsins, how many shares at 


PAUL ?£0*VC.S.IL — sru.o mvs ?aa:r:a — sa-tjo-/ 7-ctu 
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121? 

THE ClhtlRKAlk I think I had 4500 shares of 
stock going into 1989. I gave SCO shares to 
charity, according to this exhibit. I had 42C0 
shares left wbix.h I sold at 121-7/8. 

Q Therefore, you realised gross proceeds of 
slightly ever $500,000 on or about February 11, 1959, is 
that right? 

A Yes. 


Q Your testimony was that you used the proceeds 
frea those sales to pay Messrs. Clark, Douse and Gray 
the first installment on the 10,000 shares, is that right? 

MR. BAD: It is not tki testimony. 

A Ko, it is not the teufcincny. 

Q TTksn did you rake yayrrent to Messrs<> Clark, 
riovp'i atd *rny t cri the first IrrstalLtsnt on the 10,000 
snares? 


A *ie>.!, the check for the transaction cleared; I 
?s.id them, ns yen 3aid, in March. I nu looking at a 


Xerox copy of four checks I wrote on March 15, 1959, for 
a total purchase price of $220,000. 


Q But didn : t you use the proceeds fren the sale 
of the 4200 shires of free stock in order to make the 


devn-pryment 


PAM 


on tha first block of tin: restricted stock? 
. rR&YJA, CJI.ii. — in sjvw "weans'. — o*t*-y t-wm 
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A That plus incense taxes, yea. 

Q Mr. Crirr:in3, you received, did you not, physical 
delivery of 10,000 shares of stock craned by Messrs. 

Clark, Bouse and Gray quite some time prior to the lack¬ 
ing or r.ny payaent cu account of the purchase price. 

Is that cot the fact? Your recollection sesic 3 to be very 
din on these things. I an referring to Exhibit 10-B-8, 
a letter addressed by you, Kr. Crispins, on February 
24, 155?, to Morgan Trust Corpany, physically enclosing 


i, 

j 10,000 shares of Four Seasons and rsoussting that new 
12 j certificates be issued to you for 20,000 shares of Four 


1.?. ji 




When cHd you receive physical delivery from 


17 it 


Messrs, Clark, Bouse and Gray of 10,000 shares? 
A Ke y T. see it, piece a? 

Q Yf><j 


niv /!•" fc y t' * a , 1 t** # ^ ^ ^ n 

~ {.SwW-W* j 

(Discussion off the record.) 

A To the best of iuy recollection, it was a letter 

addressed to Northern Trust by Jack Andrews, counsel for 
those three gentlemen, which issued instructions to Northern 
Trust to send me the original 10,000 shares, which I 
didn’t request, **hich I put in a cafe deposit box and is 


&*' fj still there. 


PAUL FT/.JMM, CS.R. — rr®«rH>a *bocj» — 9.war i-eixi 
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Q I think you are confused, Yeur letter of Feb¬ 
ruary 24, 1959 3tatec: "I £•& forwarding to your office 
the enclosed, " and I repeat, "the enclosed fully endorsed 
certificates of Four Seaccn3 Nursing Centers of America, 
total ins 10,000 shares.'* Then you requested that they 
deliver you 20,000 post-split chares. The fact is you 
had physical delivery, did you not:, prior to February 
24, 1959, and prior to paying a single nickel on the 
purchase price of 10,000 shares owned by these three 
ger/jlexea? 

MR. EAB: Hr, Rae, this is just argument and 
s rotation. It is ebvieua fres the latter that he . 
had physical possession. 

THE Ct5AIPalA.il: I don't know what weight the 




L i> 


17 \\ 


ro It 


29 j! 


20 !i 

- 

21 {: 

|! 

£» ?: 


24 


fact has been given. Did you or did you not re¬ 
ceive ?3r.ysf.c8l d«lJ.V'ST** hefort* nayf.cg tW» first 
dr”-;r5—rr'Tetri’ At* the first sir norths? 

The answer is y&a or no. 

A Yes. 

Q Under what circumstances and where did you 
receive physical delivery? tiers they trailed to you? Did 
you receive theaa at a nee ting with Messrs. Clark, Bouse 
end Gray? 



A Northern Trine resiled ere the 10,000 shares 
PAUL PRCsMft'^ C/%.P. — jtwjrvvi ncrrcm — iMu-r rwn 
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lii i> 
!i 

iy il- 
•! 


11* i 


pursuant to a letter which Hr. Andrews sent me a carbon 
copy of, asking Northern Trust to Issue certificates in 
my na&c. X believe it is prooably in the record, issuing 
certificates in iuy name, and Northern Trust sent oa the 
certi.vicaces, wnich were marked ’’Logended, cot for re** 
sals, purs .mnt s-o f- 2.3 rules, et cetera, et cetera. 

Q Do you recall when you received those certifi¬ 


cates? 


A I don’t re'ieubsr now. 

Q You are referring to Mr. Andrews* latter of 
ooccnate.v 23, I2o8, Inhibit 10-3-5, is that right (handing 
latter to the witness)? 

TF2 CkAIRIiiH: 15** Knapp, while the witness is 
eraffilaittg ths dc currant you furnished bin, la it 
cot. tent ion or tha ttcchaage that it is relevant 
oo che question of a violation of Regulation f ‘T" 
wacther hr 0 CrirLi*.ins received the 3 he res prior to 
such tins as he s&so the initial payment for them? 

KKAPF: Ys3, I think we will chow the rele¬ 
vancy of it to Regulation ,: T" v.e well as the special 
relationship between Mr, Crir^lES and the FSN in¬ 
siders. 

I®. DAB: I don * £ know why we ere pursuing this 
liu'o. Obviously, sotie tine between December 23, 
t-Ai'L luiO'xiW, CA.Pw ~ ursiowsi r.m acres — jwet* t-swu 
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1S68, 10-B-5, end February 24th, which is the la 3 t 
erJiibit, vhen Mr, Crhmins cent In hi.o shares to 
the trust coupany, he did in fact receive the 10,000 
chores. The first payment was cade, pursuant to 
Exhibits I0-B-13 through 16, on March 15, 1969. 

There is no dispute about it. I think it has been 
established. I don’t laic;-? V7liy we are wcctirg tine 
on it. 

Id. KKTiPP: I will proceed to the next point. 

TK2 WITH3SS: May I go back to the question. 


12 




r * 

i.V 


p r 




because the question is not correct? 

Tin GII/LITiSlMJ: Repeat the question, Mr. Reporter 
TjxZ wITIGSS: I believe the stata;s&nt ia wrong, 
(Question repeated by reporter.) 

It ic -act K:;hibit I0-I-5. It is Exhibit 10-B-6. 

•« " 

*cu *-»— e co..i.eCw, I ■—aivik we have xt on the 


Q 


record very clearly, the physical delivery was received 



soua prior 

price. 


to the payment of ary part of the purchase 


During this period d-iricg which you were receiv¬ 
ing delivery of shares froa Messrs. Clark, House & Gray, 
and up until the time you made payinsnt of the first in- 
otallniant on the 10,090-sbara purchase on March I5th, you 
raw quite c bit of IL*. Clark, .’id you not? 


ji 


PAUL fROMM, (15.R. — iTTsTTWi 5tjK*YEfl — 6/wrcfer 1-GH2 
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A Ivliat do you raean by quite a bit? 

Q Kell, c“-s be specific, In early January, 
1569, you traveled to Four Seasons* headquarters in 
Oklahoma City, did you not? 

A Yes. 

Q Aid who accompanied you? 

A From whore to t&tere? I ora trying to follow 
your line of questioning. 

Q You wore in Cfclafccza City the first week in 
January, is that correct? 

A Yes. 


Q T):ld you visit with £> c Clark? 

A I introduced Ilr. Clark to Beveral gentlemen 
and a partner of wins. 

Q Wcsxct those people fven ITS, Investors Diversified 


Services? 

A Yrr. nir. 

Q And how long did yea spend in Oklahoma City 
with Mr, Clerk? 

A I believe I arrived on Friday. 

Q Did you stand tha weekend there? 

A Fc, sir. 

- v 

Q And from there, I believe you traveled in Mr. 
Clark's private plan: to Kicjii? 

kM!L FROMM, Ci'.5t ~~ sva:cv»pc ftr-cvr<c — &»«*•/ i*<nz 
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A Thera '’as quite a group which vent to the .Super 


Bowl 


And you attended the gone with Mr. Clark? 
No, I didn't sit with him* 

But you accompanied him cn the aircraft? 


A Yen, sir. 


!£’• li 


^ * ») 


* 

• r y f I 


Q Who was at the Super Bowl game? Was Hr. San- 
tar.golo them? 

A We ant him after the genre by accident, 

Q And with whom did you sit at the game? 

A Hr. Andrews. 

Q He being the attorney for Four Seasons? 

A I believe that's correct, yes. 

0 Anybody else? 

• A 1 balisve Mr, 3ouos '.rent to the game. 

Arc- m the -or:t -’ey yo'.t mt with officials of 
Cibraltrr Growth Fund in Fort Lauderdale, Florida, is 
that oc'crecfc? 

A Ye S . 

Q . And how long did that bestir § last? 

A When you say roe tins, we had a lt-schooa 
which was attended by, I would say, approximately eight 
to ten or twelve people. 

Q Ar.d Four Seasons wan of ccjtroa diseased during 
t-Awi-’Av*, C5.R, :vy.-arnw mtowu — 7*s7.is 
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the courea of the luncheon? 

A Mot at iay end of the table. It was held at a 
country club in Fort Lauderdale. I oat at one end of 
the table with one of the chaps, Roger Willoughby. 

Mr. Clark was at the other end of the table. 

Q At that point, you had a fair number of your 
customers la Four Seasons stock, did you not? 

A I had been buying the stock since toy of 1C3Z, 


j 

11 lj Q Therefore, you had a uatiural interest la the 

12 j affairs of the company and its future aspirations and 
S3 jj plans? That would hnva boen nerraai, wouldn't it? 

1\ ! A Yes, sir. 

I 

> 

■ l r i | Q So tha natter wen discussed iir-a I suppose 

J! _. 

ib •} > -iOu-cuwCi »>o thj.j-i.rji3 and nsarci things which were rather 

li ' •• 

. ^ ^ 4 *■% , n 1, • ... A 

• / k’ iL Al *» w . » 


if 

ll 

!j 

3 

20 

22 i 

t 

22 i 


« i 
... t! 


Jojcctiiii, Xs t»ie stipulation being 
ZsjiiziiA ad? -Tro we net? speaking of inside infor¬ 
mation? 

I®. KKAF.?: I will withdraw the question. 

Tl’S CKAlRlilN: Tus question is withdrawn. 

Q Following the weekend of the Super Sowl game, 
you introduced Hr. Clerk la lieu? York, to officials of 
Crsc-it Xyor.aaiss, acc.crdirg to yo-ir f fcatamant ct pages 
py*LL JkiCl/iiM. C3..1 — sv^mwa wu-Witx — cA*ic7 7^wa 
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2 91 to $4 of your interview,, 

3 A I believe be met one clasp at Credit Lyocnaise 

4 j who had prior knowledge of the company dating back to 

3 j. Kay of 1958, that * s correct, 

3 Q And on January 14th, two days after the Super 

? Bowl gatse, Credit Lyoaaai3e bought 4000 chares through 
3 you at Ualston, is that correct? 

9 I A Yes, 

i 

SO Q On January 16, 1959, there woo a Walston inter- 

{ 

11 crficc prepared by Mr, navschir.an, indicating that 

21 j y° 11 cn ^ blr» I!:'.3;:ass chou?ud confine year ©i tivities 
I 

a;i ij in Jour -Senacvn stock to unsolicited customer transactions, 

ij .. 

14 }| ‘ ,0 - r - contents or that jKaaoranduia furnished to you? 

ij 

lJ j| c-iB: i will o«jsat and eck that that maiao- 

i 

1 > j| ~ uo Ci.o.Ta Lc tae witness <• "£ dnn * t believe 

it 

is |i i - u cayt uuat Mr, Knapp lias characterised it to be, 

W i| Ki'APP: I will withdraw the question. 

It 

- ‘ [j Q 1 cal: you whnfchsr, cn or about January 16th, 

2) jj jr* ware instructed by anybody et your firm to confine 

2'!. year activities in lour Seasons stock to unsolicited cue— 

27; [j fccrr ‘2r transactions? 

I 

23 A I would like to see the msjiio, I ccr* 1 1 recall, 

[lA *■£ the went cut, that ie what happened. 

Q •Jltticufc reference to the nemo, do you recall 
j flAI/i. ?»\OiViM, CS.ffc — sa:j;crfn Kic.rrw — 7-*9^a 


14 !i 
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to !■! 

ij 

i' 

11 » 

I 

I 

u j 

i 

13 1 
?.-* ; ! 


n !i 


i i 

M 


J.f) tl 

i: 


,, 


whether any individual at Walston instructed you to cease 
solicitation of customer transactions in Four Seasons 


9tock? 


L To cease unsolicited transactions? 

Q To cease solicited transactions and to confine 
your activities to unsolicited transactions. 

A I guess there was a nemo like it, yes. 

Q Were you furnished the ueno or did tcmebody 
Give you C-i23e inetructionc verbally? . 

A I don't recall. 

Q But the natter of the solicitation of customer 

c^fioovnia v.’is called. to your attention, in so far as Four 
Ceacor:;) was concerned, in January of: 1959, on or about 
the 15th of January, is that correct? 

TLa witness testified h?. doesn't *- 

a recollect ioz., Where is r. riuo which is an exhibit. 

Q Was the subject ci! the solicitation of customer \ 

V 

fciauseatlews in Jour Seasons stock brought to your atfcgn- 

tiou by anybody at Wale ton, by a ascio, verbally or other¬ 
wise? 


22 ji A Yes, 

ji 

22 ij Q On cr about January 16th? 


24 

j- il 


A I cannot be specific on the cate; I don't re¬ 


call t*:.e date, 


f ' J '-iV-wW «i.. — Sr.t>»7VPX rC“JRTCR — S/.-siiy 7-CMi 
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Q la cr about the month of January 196S? 

HR. BAB: X don’t see how Mr. Crijnaina* present 
recollection is material. There is a memo which 
indicates whatever it dose. I think Mr. Rauschman 


has testified cn this point, 

KR, K'TAPP: All I vrant him to tell me is if 
it was in January of 1969, If he doesn’t remember, 
he can say co. 


A I said I don’t remember. 

0 You don't remember when it was? 

A TL-at's correct. 

Q Ir January of 1959, continuing with your con¬ 

tacts, .bus ir..^ and social, with Kr. Clark, you arranged 
a private placement ■*:! securities, lettered stock, of a 
company called Polyca-yt Technical Corporation oitfc ccr- 
taiii invertors, i? skat correct; 

Ml, BAB: I will object. It goes again outside 
of the cherts. Is this a sw» allegation? 

HR. KhAPP: It has nothing to do with the charges. 
It has to do with the pattern of cirevrastarxaa. 

THI2 CliAIRi'AN: I think Charge 1 relates the 
close relatr.onsr ips ar.d services performed fox the • 
company in his activities on behalf of or with 
”eur Paa&ovus offici'.alo, 

t 

pv»o* . 

rfV /c.t; -*■ ^ •• > Sfi .■ r.UwA’rJj *« QZ-xlly 7^153?. 
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*f-3v. i?A3: li'ty I aay this goes to the whole 
question of cue r.ctico. cue and fair wot ice? Thera 
r.ro very lengthy sllegaticta in the chargee. . tJowe 
of thess Includes'what v;o are net; apparently going 


II 

M 

> 1 

M 

•JLsii 

• Oo 

I think 

it 

Is a 

cU 

ffc 

1 

1 

! 

♦ : 

« 


lie 

la not 

Lj - .>• 

Ins 1 

;o 

put 

i: 

3 ,i 

of 

t>2 

rt!-c*.«r,r>r 

lw *•» 

£5.1 

*d. 

Ha 

is 

- il 

■ ti 

ha 

goes 

along. 





V, 


m 

’v*'ipr< 

c •*- #• 


This 

is 

ifr 


k l'j’.oiiy« that c.3 picacd £400 shores oi : lettered stock 
of. Polysa.it Technical Generation with Keoars« Clerk 
end Souse, i.o that correct? 

list, i’-iii: It :lo wot the is a us. X will object. 
Te arc goiiig outside the sjeopo of the charges* 

/./; tc er. Starr* ; I just don't thin’; there has 

lean fair aetica all v.ittf »/e are supposed to be 
dfjirsiiJiugo 

l.R, Kll?Pirj It in highly relevant to the cource 
of conduct: end Cha ro lotic:-ichip3 c 

235! CFAIPJS.lh: Hr 0 Ki-iapr^ you are asking hia 


•> ' 

if 

vrh-atbor 

he 

arran 
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Corporation. 

i'HS TvT.uE'SS: Hot*: icany share 3 did you cay? 

&&u : Wait a minute, Mr 0 CriE-Tains, 

I/iv, 6400,, T. refer you to your cvn 

fosfcfcony, pages 46 end 47, 3700 shares to Hr. 

U^ 703 chares to M.? „ fers-a„ That is ycur ovn 
Ctstiirony. 

MR. LAB: If it :<.s in his testimony v;hy 
t it in t".a charges, if they thought it >ras 
r-rt c£ their claim? 

Ti - Z CHAIRMAN: I third: it still ccaras within 
the breed IfiKgsco&t of Charge 1, of the various ra- 
tiitioiiships with the officials of this conpany. 

LV; you- intend to collect it, Mr, Knapp, with itc 


1:3 

i» 

(! 

/, 

ex: 

rpsticn 

that 

this is pare 

Lai 

iy ir ccr.s iteration 

a! 

ii 

} 

or 

cuS CtC:- 

« • 

£*« 

hfii*."* *••■'• ••* 

bci 

perioraad sea a fcyj.*. 


ii 

i! 

of 

services 

for 

tlisso c£f?.c*/ 


of Four Seasons? 

A.V’ 

II 

cl 

%• 


»r > v. t" 

• M v . 

:*iP: 

I c'.i.X 

of 

these transections 


ccmii-Jerod together cast, 1 think, a great deal of 
light &o to why, of all the brokers in the United 
Scet:e3 — and I will cvj it again — Hr* Crirseina 
wan sidled out as the beneficiary of all cf these 
ahareo of unreal*cared atoci; on these credit terns. 
! C>r',.‘- the ant ire courts of dealings between Mr. 

^•4l'L :•;*£?/A^, C.S.R. — '.rjirn-M avaunt — ea-c^ t-ctji 
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Crirj.s7.ii3 *-.nd Che princ ipn In of this company * 
aust ba CAken into account, " J 

aIIu CtlAim&UI; I will let hita answer the queo- 
tlor.' Ua will lexer determine to what extent, if 
any 9 V'O-.gkt sboui.d be given to his response* 

liR, TaNAPP; 7 . think tbs answer io at pages 
46 anc* 47, 

A I wxxl answer, referring to page 47, that Hr, 
r;2? ~ had ncr,a letter stock he wanted to place, arid 
r Reuse Qua l: r, Clark and royaelf purchased letter stock 
.. slyeast isconology. riot 3700 shares for Hr, Clark, 
lo ■ ■ t: - 2 «mamfc -Sr, Iteayp is rofarrirg to. It is 
’ - 2rfJcm conducting the infcerr cation, who is looking 
a ercec^fmaoa asset:. There wars three thousand 
Ir2fl by II:, Clark, two thousand by Hr. 

wi. ;. av-s. .*. 'c:-.n* 1 .> r :g..ik ihr.*e thousand shares of 
u '*" :tr * Pdyca.it at the tare fciae when Hr. 

~csiea.i7.y ouul:u*ecI Lire co .<i£&v.y to us. all 
d the caraD price: $25 a share. 

Q . t;ciO t^'ij.3 stock owned by Hr, Nissan or issued 
T-olyesoi; TocLuolop.yV 

^ I an not. sure: who issued it. 

Q At that tiusB, xn early 1S69, Mr c Crhiaaiiis, is 
tc cay that lettered «frock *;-:os far wore popular 

.......Hi. '.si... — ic".w~ <4 -» li/if.lr* ?-r-'.12 
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than it is right now? 

IIS. DAK: Objactf.on. 

MS. KHAPP: Ho is a s tockbro’.cer„ I believe he 
can Eust-7tsr the question. 

THE CIJAIZCfAlI: I don’t think it is relevant. 

0 Cn January 17, 1939. Hr, Crl'isaias, you opened 
up an account at Via la ton for Carl V. Keller, who I 
ur.d-rr stand van Kr. Clara’s pertanal pilot, is that cor¬ 
rect? 

Yes. 

fTr.en was the first time you toot Mr. Keller? 


A 

Q 


Uac it ca &o way froia Oklahoma City to the Super Bowl 

C» 0 

C.. 

A ITo, I thin’.: it ran before, T.t could hevo been, 
- - u 'aot cafe® He are talking about 1939 rigut now. I 
find it 1*17.6 ci : dirfiev;.:: to retail. 

Q A weak labor, i/ehreary 4, 1939, you net with 
lit. Clark at a seminar cciiciuct-stl by Equity Research 
Corporation? 

A In 2few York City, yes® 

Q Shortly after that tesoting, didn't you also 
apain treat with Mr. Clark end officials of Investors 
Diversified Services ani Credit Lyonraise, to discuss the 
pvaaio?/; yarticipaticn by r.htac institutions in Four 
'VI, L I-lvD.ViM, C.S.tl. — ii:7.crr?->. rrwsTc: — &<.•**>■ t-oc.u 
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Q Dut you did trseC with those institutions find 
Iir. Clark ia cr.riy February? 

A IJhcn you a ay r.aet, will you define vrhat you 
Ksan? Do yen vu sen have dinner? 

i 

0 I don’t knew what the ra-ating v;as, but were 


you at a get Ivor it's? 


A 7 woe not cfc a sieetin". IS?. Clark had a 
privates meeting with those people. I only s-ent to din¬ 
ner thereafter e I wasn't at bite meeting,, 

Q Did ViS* Clark, and those people attend at the 
dinner ? 

A Yes, they cvA , which was hosted by another 
vice yresi&oua of Uc-ljreu. 

Q i.«ec cr*. .. o.....*. muui.% >>e estaii* 
linked before, that you sold 6£00 rhares of Four Seasons 

/*■ ,m *i ^ "j ,, r J /^\* <*>*!»^o ^ « »■ ••rtoci r^*'^ 

C ■* • »• • £ •••«*•• ^*Cw J ft * ... v> .* wSL. —4*- V - vJ j J t J J« 

0;s February 1532, Ualston underwrote an 
initial, public offering of esetveides of Four Seasons 
Fealty Corporation through Valt/tcu. is that correct? 

A I ha not quite sure of the date, but it is 
around that period of circa," 733 . 

Q Avid you were allocated n certain parti.cn of 
PFAJh e Fik/i'/f, '.VMa — iViw.Twe t&u&ua — c.vi>y ;.«» 
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that usdstr.Tcifcins for your c us tenors, is that correct? 

A Correct, 

THE CHAIK‘LM3: What was tha date? 
m. lamp?: February 27, 1969. 

Q Trie stoca of Four Seatons Equity tripled, I 
believe, the first day it v;as traded, &r. I correct? 


o 

t.* 

i! 

!! 

A 

I’m 

not 

quite sure 

f> 

{ 

that day, 

but 

it r 

iad c very 

1C 

I 

j 

y 

ii 

0 

And 

the 

shares rclii 

■t * 

yju a?.Xocc 

tee 

to 

the u'ifa a 


Snn&iagolc, the syec&alict in Four Seasons stock, an 

cZ lr:;z thousand shores of Fc-ar Saesoae Equity? 
I'h. FAS: v>e »re Oroc&iBg in goes thing 

t-.lian that never s* speared in tbs charges. We 
are nciv.j:; .for afield„ <;eac the Ans:: vanfc to add 
i-j'.jiii vi..sr 0 ?,> i'» k.’Ci * liiiS us noth mg to 

go v?itu tliece charges» 

’.ii. i-'WAPF: X think this 5.s evidence of a 


>?c- 

tw v. 

ro'j.ac?.o:i 

ship hetifeon 

Ur 

M 

1 

earefcasga 

cpccisltst, 

wh 

• »*\ 

• t../ 

i 

area of 

* 

•inquiry. 


o*; 

<*jO 

[ rat. 

31A3 : You a; 

-e 


you arc setting incorrect infe-naation frora Mr. 

e<« ijjfCiir.te.'.*rnl 

FFO.j'., — £Yc‘.'.<i7VT 3 r. J: r.T.U — Hf/cJo? 7»TO* 
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TilE CI&IRK&R: Among the allocations end 
opecific&tieuo in Charge 1, it relates to the 
course o.c conduct by Mr, Crixtains engaging in the 

i solicitation and concerted efforts to promote 
activity in the 3tock of Four Seasons, If he is 

< 

j aakiss kin did he allocate certain Four Seasons 

securities to a particular individual, I believe 

j 

it is relevant, 

1 to, ho io ra.;-.ciag a possib^' 3 free— 

!| 

ii ricing and withholding gticntion, 

ii 

•*d-S CffAinteuST: You suggested it, 
i 

i: si her role varies has it 

to who:.* bo cave the- stock? it ic totally Material, 


ij o?ttsic*e the chr.vgeG. It vcIoqo now issues which 

}•:'. ij a ?e v*:.r/ prejudicial. 


c+ I 

4 LV. , 


i! 

a 

23 . 

tfc 

34 | 


C - AXIa;; ^ { *** C-i:ti.iua J activities 

i:.i iJol.'.c..->».a.ng or piecing Four Seasons stock is 
relevant to tMa o-’oco^F--'-- 
Bi HI. KilW; 

Q • .-Sit allocation of two thousand shareu to Hr. 
Saatangelo'o wife and uf-tber, wasn’t it later the subject 
of an KASD proceeding charging a free-riding violation? 
ISl. SA3: Thie is just totally prejudicial, 
irrriterxal and wholly ortr v’i the charges and the 

f * ,*, •» if - 1 ^ i, # v • /*# «* r, 

^tvjf •'. w iu/C<TfVi2 
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report. 

K&. Kl'IlPP: I would like cn answer, 

KU. EAE: I’a can ansuor those ou tha merits, 
but this is naichor tha proj^er i'orura nor the proper 


pLeco« 

Ml. IGA??: J. would li!:e an answer, 

1-3.. EAB: X object as be in?, totally isrrruterlal 
£tWi proj*siicial end osan^ieg tha charges, 

20 wlAIili-LV:!: I<r. P.epcrtar, please read tha 
tack. 

(Question road by reporter.) 
li.G CrATw'lII: Hr. C?::.:-tciae, wculu you asjsvsr 
tae ciioction. 

A *Je filed a retperse to that charge, if you will, 
esa’toTer-i'fiSolved rot. *o feel -?a have a meritorious 
:..;;e very cotiUsiLsly to fra 27122 situation. 

IG.. li'AE: 2 think, in tier of your ruling on 
r y ol^ectioUy it is apetopriato to state, as ccwuiai 
for !r t GrSanino, that the KASD has rot taken any 
action or. that proceed lag fev a substantial period 
of tire, after receivin'? cur racuonne. and that 
tniy fc£va approved his trersfer on his registered 
r opr es c- c tat iva appl ica a ion. 

Tki CILlV.liv.il: 2ko::c has -*sea no disposition 
■' ■"-" “i' •“ L.-«VLM,, . Vi'fus'ftK ^c s cv<’sk •" c.'-iiiy j^kj 










430 


ur rusainc - cros3 


whotFocver of the. allegation? 


KR. BA 3: But they have approved the transfer 

which they normally c?.o not eo if there is a pend¬ 
ing rorious prchlean. 

.. KWAFP: 

Q I opsuiae, !-'r 0 Cri-sidins, that scste titoa 9ub- 
nt tc February 24th, when you i-rcta to the transfer 
for Four Seasons, resisting delivery of 20,000 
split sharea, you did receive those shares seme time 
c month ox March 1.969? 

A Again, 1 don't recall what month it was, but 

*-» *•»•> «*»o **tv T »*> v # >^\o ▼y -' n 

— «• *- .U % «-*•£, «- v.|} jj Jr V.WJ: tf 

Q Would you ro along with lls, cn the basis of 
...it 0. that Fcvr Seasons ctoclc started to trade on 
xin-issued basis to refloat the unfair **i split on 
.v.ai'7 29, lib9? 

Ml. 2AB: Ij there. indication of it 

V. fc* »,>«.% .'••/i.1* O 1 • 

Kii. KKAPP: Yea. 

MR. HAS: Yea, this is what it oeys. 

Q Therefore, Che 10,000 shares you purchased in 
siVn*, which you Lad not paid anything on account 
wan aor.v 20,000 Gfcares, is that correct? 

A Ywii :.ald Eeccwbar? 
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/ 

Q February 2S, 1969 „ You now had 20,000 chares of 
Four Seasons ofcccU f 

A You said December? 

Q You crrc.r.£ed the purchase? 

A No, in Kovctiber, 

0 It was now 20,000 share3 ao at February 23, 

1969. is that correct? 

A Yea. 

Q You were very satisfied with the deal you had 
i zc.}. c on rise first 2.0,000 shares, which Lecaaa 20,000 
charec after the split, isn't that: the fact, because on 
vie?:eh 15th you aakeit for another 3.0,000 shares, is that 
correct? 

tui. SAB: I will object. 

TEC CHAr.rrAl'.': I think you have fcuo questions. 

First of all, you said vrau lie satisfied. 

O I will brr.nl: it into two questions, You were 
quite satisfied cn your coal of the first: block of stock, 
10.COO shares, which bacarae 20.COO shares post-split at 
$17«.50'a share? ‘You ware satisfied wich that c-enl at 
the ha^iraiing of fj?!:ch, were you not? 

K\l. SAB: I will object to the qrtesticn. 

TKS CIJAIKIArl: I will let bin answer the quea- 


tioug I think the anewar in quite evident. 
PAIN. i'UO.ViM, C.S.A. — its mm rawKicc — 7-w:a 
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MR. FAB: I cm objecting to all the chsrac- 

4 

tesrisafcions. 

mi, K2?A??: The witness ebook bin hand cb if 
to indicate he wasn't satisfied. 

A That is another supposition. I was satisfied 
with my F.1,67 cost of tiontgo;ncry stool: that I still 
owned aud X rao cat is find with the other purchase. 

Q You were satisfied with the purchase at 

$17.50 a share for tbs unregistered shares? 

A Yes. 

Q And for that reaaco you then contested ftr. 

<!Tr -v cm;' a?!:ed far mother ?.0 f 0SQ shares, is that cor¬ 
rect? 

A liy ashing for the second 10,QUO shares isn't 
cv-eito the Tray yaw it, 

Q did Clark cnU yen m».d aay, "Frank, 

'f T t' (* t ■^4* * ■* !• ^ ■* •% «■» •,* ^ ^ O >•' ^ *>« » f. f? .C? ..<• T«, <• 

Toll vs ivr.7 thi: whole pubicat c't:-o up. 

THE CKAIIC-ATT: lit. Knapp, while you do have th* 
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latitude to calx. 
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should ask him 
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'.CICD VJITM1S5: I don't recall, It could have 
been that day, I just don't recall rhea it was. 

1*21. 1 CPA??: Ue have several versions., I will 
go back to Mr, CrisaiuQ c first voreicn so v?e can 
be clear on it. 


? 

! 

1 

i 

j 

KR. BAB: I v? 

L 

1 

1 

an improper choree 

9 

1 

I 

1 

Tift: CHAIR1&E: 


of: questioning relevant to the charge of a viola¬ 
tion of regulation whether he had discussions 
leading to the purchase of a second block prior to 
the ciiso on vbioh h-j th® fIrst Jnstslltront 

on hi a fir at purchase? 

121. iCtAPP: Vis rill develop it is relevant to 
Peculation as veil a a to fchs relationships 
between Lii.*. Crimra/S and Pour Seasons aiansgasient 
fcrv'viitg the basis of Ohr.rr® ?... 
nv ?,r.» y»’*vpv>, 

<• •• 1 m . , « 



l! 

u 

Q Life’s see if 


} ! 



ij 

i 

t 

Ycu: first r-cumarvi on 




1 

1 

in i'Tjveicr.ar waa on 7.0Z& 


A Correct. 

Q On the a am a ca .7 you. gave 2 -Sr. Clark a devn- 
• arrant ox $i;5,C00? 

5V,»J/. rftOMM, C3.!t — nticcTvrc w^fia — tA/ca* 
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A That*o correct. 

Q On account cf the second purchase, which was 
a purchase of. 10,000 shared at $30 a chare, for a total 
c£ $300,000, is that correct? 

A Correct. 

G According to Sshibifc 14, I believe, the check 
for $35,000, representing c. 20-percent do^rn-payaant, 


vac delivered on the 3&ue cay as the three checks 


10 t o.^resatinjj $175,000, 


A That * a correct. 

Q To refresh your recol2.ecdicm, is it not the 


It P 


IZ i, 


13 !t fret that w« rode the rrrrnvements on the second 


!j purchase prior to March 15th? 


A f. honestly enrnot recall. It could have been 


-..iw.I- Vu» , f 


Q .Tsra iua is&da cu. e&> vary cay 

you node* the paytoant of the fibre's half on the first pur- 


V' t 
», 
}! 

29 It 




A It possibly could have been. 


Z\ > 


Q a or,7 did the 20 percent approxiiaatc dov:a-payua*»w 


t; 

• -v> 


on the second p lurches e come about? Vlas it discussed 


between you and Mi* 0 Clark? 


24 


A I believe I had the fundo available. 


Q Mali, did you cal: Mr. CTxirlc if it was all right 


'.•VIM. PACIAM, C5vl -» «r-\»7rm tt-wns •- w.-ciar v-'.aaa 
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with him for you to make a 20-percent down-payment? Did 
he suggest to you that you make the 20-percent down¬ 
payment? Kow did it come about? 

A 1 believe I had the funds available. That 
is why I gave him the check. 

Q 7. cm talking about the arrangements concern¬ 
ing the toms of purchase, the payment. You discussed 
that with Hr. Clark on or about March 15th, is that 
correct? 

A Yes* 

Q Uhr.t was the substance c:c your conversation 
with, him? 

A I just cannot recall the actual substance, 
the vordege, 

Q Lid he surest Slio 20-perccnt down-payment? 

A Lz may imva, yes. 

0 Cr you might have nucleated the 20-percent 
d cv?n- p syxr.snt ? 

A 1 just can't recall. 

Q Your beet recollection is that Mr. Clark sug¬ 
gested the 20-percent dovn-paycant? 

A I didn't say it. 

Q Well, what is your bast recollection? 

A 1 just said I just can’t recall the exact 
PAUL FROMM, CL5.R. — src.ctr.i-a rj&izrai ~ f-cxvi 
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Critn-niao-cross 


.1 

. - ;\ 
a 


: 

« 


wordsgc that took place ca that day. 

0 I vefer you to page 12 of your interview: 

,! Qitesfciori: Can you try to recollect exactly 
what you told Kr„ Clark with respect to the dcwn-payxsnt? 

"Answer: I believe I told him I would like to 
give him a. check for $55,000 as down-parent cn the cccn- 
initrront of the second 10,000 shares of stock that I 
agreed to purchase privately from bin and his two part¬ 


ners , 


ll | tees that refresh your recollection as to 

i?. | whether or not the initiative for the payment pro- 

i 

i*e ! A 1 believe if you go up two lines or foutlines, 

if j you will get an answer which I just gave: ”X believe I 
1C i had tins excess cash at that particular time and I 

IV ; wanted to tr.ake «? down-payment on the second ccxmltaianC," 

i 

?6 | O Fov about the iTva^are, ”1 told bin 1 would 

! 

•' like to give him a check for $55,000 as a dcw 2 -paya* 2 nt 

- 

/C \ ca t ’20 conaitmant"? Didn't the initiative coxa rroia 

4 

/.-l . you, Hr. Criumins? 

25 i A I just said X had the excess cash at the tins. 

: 

2-3 • Q But this was perfectly satisfactory to Mr. 

i 

.**1 i Clark? 

» 

l 

* 1 * A I received a letter subsequently, if you go 

? 

!j PA'Ji 7itCv/;M, CS.U. — s*.u'4t;vti 7-c?v 
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on and read this, frera his at. tor nay, spelling out the 
arrangerasnts for the deal, 

Q But the arrangements v;ore perfectly satis¬ 
factory to Hr o Clark, is that correct? 

A He ti-CG very happy to get those checks* 

Q Can you tell us the significance, if any, of 


0 

l! 

the fact t?:afc your 

C 1 

p 

i 

» 

apprcriiiViate 20-per< 

2C 

( 

chase, was not dep 

A 4. 

* 

\ 

1560, and 1 show y; 

«*. * 

ii 

i 

check? 

V} 

!! 

1: 

»> 

r f -> i> /•>■>. 

*o » 


’'•hat IL.% Clark had ia aiad, what happened or what 

VC 8 tiOUQ? 

iSi. I'.lCii;?: Lk’iybe I should ask another ques¬ 
tion aud you will find exit* 

tSl, m: / ok Clerk, if you r::cs really 
i a .i ereGt u d in m...owing a 

Q t’c.uid you agree with ca that the $175,000 in 
three cr eeks on Kferch 15th, according to tire enderse- 
neats evt the hack, vere deposited in the raenth of Kerch 
and that the $55,030 cheek x~no held until April 7, 1569, 
is that correct? 

A I have no vay of knowing it. 

f-A*'L FJIO.WA *i> R. *— 5Tn»ftVj rc-crrs — rvw** 
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T32 CtAKUiuK: V T as there any agreement or 
trader standi»g you had with hia that he would 
not irrvad.ictely deposit your check? 

TSZ t/lirass: I’o, sir. 

Q Apr5.1 7, 1963, was the ante, was it not, oa 
which Four S C* >J v l kC’ announced it3 intentions to go into 
the franchising. of nursing centers? 

A I ciii not sure new. 

Q You reatnbor the month of: April 1969, do you 
not? Thera was a lot o>: activity in Four Seasons stock 
at that fcltae. Do you recall it? Do you want to look 
at the voltue :o.g::res to refresh your recollection? 

A I would be happy to lock at the figures. 

Q On April 7th, there wet an announcenent of 
a frftr.olsiaing program. Do you recall it? 

?F;. 2A3: is there a document or eriiifcit 
which GStcuiishcs it? Hr* Critsralns ocys he doesn't 
recall the precise date four years ego when it was 


OCJftfi . 


h?. 0 KTAPP: I will withdraw the ouesticn. 
TFJ’. CILV/.?2-&IJ: Lot us take a short recess, 
(Short recess taken.) 

T£E ChAISI'JAH; Back on the record. 


You may rcEtiuc, lir. Kcapp. 

PAUL FttL7A.\A. C3.S. — uvt*vt\P4 t&Mnn •- iw«te i-mu 
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Cr JLetoi n a-cross 


BY MR. KHAPP: 


Q Coming back to your second purchase of un¬ 
registered stock from Messrs„ Clark, Bouse and Gray, 

Mr e Crimalns, l note from Exhibit 6 that the closing 
price of Four Seasons stock on March 14th, Friday, 
ou a when-issued basis, was 47-3/4. 

Using your own criteria of roughly a 30-percent 
discount frees market as the purchase price of lettered 
stock, wasn't your purchase at $30 reflecting a discount 
substantially larger than 30 percent? Say around 40 
percent? I cm talking of the second purchase. 

A The price was approximately the 3 area percent¬ 


er Is it your testimony that the second purchase 
reflected the name percentage discount as the first 
jurckiose.. 30 pare rat bale*: the market at the time the 
igree.uenfc v.as reached on the sale? 

iui. C;i'17a 1 l'.'/‘J3: it is c ?iiatheiiatical calcula¬ 
tion, He paid so much for ao many shares cud the 

✓ 

current market as of that date was a certain price* 
MR. KMAPP: lie was not sure of the date the 
arrangements were made. He said it is quite pos¬ 
sible they could have been made on the very day 
that the first payment was mads of $55,000. If that 

"***•• w>.r- — irtj»;r*a ht/orts* — cA>itt r i-am 
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i.o the ease*., the J is count was substantially higher 
than 30 percento 

KEl. DAD: Exhibit 6 indicates that the price 
in that period had declined some:'hat from what it 
had been on the previous purchase and Hr* Criamlns’ 
pro:chase price was somewhat less 0 

XliS GUAXEI'SAW: Mr 0 Critmins, was it your recol¬ 
lection , cn the day you arrived at an agreement 
with these gentlemen to buy the stock, that you 
were purchasing at an approximate 30-percent dis¬ 
count? 

T>IE UIXiiESS: Appronr.iretely, but they put the 
price on as to what they wanted for the stock*. It 
was approximately 35 percent* 

ITS CliA.llv.-SAK: But are you testifying that they 
prescribed the price? It wasn't a matter of bargain- 
ing and you said. ,: T. will pay you so much”? 

TEB MVZSSS: That’s right* 

Q What you are seying, based on a 30-percent dis¬ 
count, is that the market price was approximately $43 
at the time you agreed to purchase Che second block for 
$30? 

A I didn’t say that* 

Q Approximately. Ie that a fair statement? 

PAU1. PiCL3.!h — »T>:arrst ccpogrct — B*vd®y v-ssjj 
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A I couldn't follow? the question„ Could you 
please repeat it? 

(Question repeated by reporter.) 

Q Wall, $30 is 70 percent of $43o Would you agree 
on that? 

KR. E&S: I Chink the testimony has been given, 
lie:? V 7 S s?;e arguing about how you make different com¬ 
putations. 

H?.. KKA??: I want to demonstrate it v?cs a 
very, vc::y favorable deal here. 

MT*» EAli: The numbers are here. 

• TiiS CUAIhAAi**: To the best of your ability, 

Me. (Srirmina, you may answer the question. 

Ml. EAB: Please read back the queo'cion. Hr. 
Reporter* 

((Question read Ly reporter.) 

HR. SAD: It is not what ha testified to at 
all, It is a misehcracterisaticn of whet he said. 

T*2S C&ViRI&N: Why don't you correct the record, 
Kr. Crimrains? 

BE. CAB: Is the. question, how was the price 
cat for;the second purchase? Ic fiat your question? 
THIS CEAIRKAN: You. will have to ask counsel. 

..•IF. BAD: That ic lay problem, 

EVMW. PSCLVIM, CJz ft — kskctyn pr^rrrra — 7-«.u 
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I-JR, KBfiPi?: I would like to find out from the 
withers what the criterion was for setting the price 
cn the second block, 

0 Uao it 70 percent of the market? 

A Ask tlr 0 Clark, Ke made the computation and 
picked a price of $30 a chars. 


yon 


Q You had to 
wanted to accept 


leaks a decision as to v;hether or not 
the offer, is that correct? 


A Yes, 


Q Whet criteria did you use as to whether or not 
to accept the $30 price? Did you base it cn come per¬ 
centage of the then market price? 

A It was approximately the sane discount as the 

.C 4. .*„ . t w 

i »*—L. «»• "t» «r h W O 


0 therefore, the stock would have been around $43 
a share in seder to justify a. c’Q price for restricted 


O t«. C A 


c 


Ml. i-Vvj): It.at is £i*p;ucant c 

K’l. XLVJPF: I think it is pretty clear. I worn- 
to ask the witness when, between the beginning of 
February 1969 and Karen 14, 1969, from Exhibit C, 
Four Seasons was over as lew as $43 a share, 

MR, BAD: I trill object to this. It is an 
argument put forward by Mr, Krapp, from which he 
34UL fiHUsWiti, CS.P.. — vien.* — ruscin/ t-w.u 
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Cr'xjrunjLns** cross 
brings in a piece of paper. 

TUE CJTAIK &11: X have Co agree with Nr. Bab. 

X think you are getting into argusacmt:. I think the 
panel has a good grasp on the facts related to these 
purchases. I think the materiality is getting harry. 
BY Ml. UftiPP: 

Q At or about the time the arrangements were made 
on the second block of 10,COO shares, it is fair to cay 
you were in pretty close and continuous contact with Nr. 
Clark, were yon not? 

A What do you meanV 

IE. late??: I will withdraw the question. 

Q You opened a. brokerage account for Mr. Clark 
some tine in fkvpteubov: of 1258, is that correct? 


/» 

&» 

Correct. 

0 

1 refer yo -■ to : 

Clark’s 

brckeraga acccuat 

by you, 

is that correct? 

exhibit 

before you? 

A 

Yes, sir. 

Q 

I see cppror.iac 


actions in securities on that exhibit, involving aggregate 
purchases by Mr. Clark of sorawLace in excess cf $500,000. 
Would ycu agree I am oubsfcnufia’.ly correct, cr \sould you 
FA-Ji. FftOAYA, CC..4 -> svc;sr»ii »a:axa — av.is Y wn 
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prefer the exhibit to speak for itself? 

A If you could run the computations on it, J.t 
would be fine, 

Q Before you v?ould purchase or sell a stock in 
his account, was it your practice to contact him for his 
approval? 

A Absolutely o 

Q So that, therefore, each purchase or sale 
transaction required a telephone conversation with Mr. 
Clark? 



A 

That 

*s c.orr 

act. 






Q 

/aid 

that wo 

i:ld 

h.-'.v 

"s been cent in 

coirs" 

y during 

the 

»/w4> a. 

oc! fro 

n Jcnuc. 

v.. 1 
- J *■ 

*. 

1959 to Karcfc 

n. 

1939 cn 

{#ll0 

f ' v r> 

*• .v C > l * 

sections ir.d:L 

sate 

j c 

:a Exhibit 3? 




A 

You 

said Ja 


y. 

1 Chink the 

first 

: transaction 

is 0 

atcb 

er of 

1936. 







Q 

1 CjH 

refer:; 

2*8 

J*r. 

*»• w> 

the volume of 

acti 

vity, which 


eccaa to be concentrated pretty ranch frost January 14th 
on. 

K?.. EAB: The document speaks for itself, I 
think the characterisations by Mr, Knapp are not 
appropriate. 

liK. KNAPP: X just want to establish that each 
transact ion was accompanied by a telepkcv e cell and 

PAUL "JJi.-L — ruxjrsr. — tu-ruy v<cvu 
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a conversation with Hr, Clark. 

Q la that correct? 

A I think you have added up each individual post¬ 
ing „ but a lot of these arc oca transaction on one day. 
There are five postings of cee transaction on one stock 
in one day. It is not five transactions. It is one 
transaction that is posted because of the fractional 
differences in the price paid. 

Q Even according to your version of it, Mr. 
Critmins, I see approximately si:: trades in the period 
between January of 1969 and March of 1969, is that cor¬ 
rect? 

A What were the dates again? 

Q Between January 1969 and llarch 1959. 

A Yes, six trades. 

Q Was it your practice to call Mr. Clark, to keep 
him apprised of the current status of his account, the 
nrices of securities in which he had positions? 

A Yes, If it warranted it, 

Q Well, how meny telephone conversations would 
you estimate you had with Mr. Clark during this period? 

A I cannot recall it today. 

Q Exhibit 6 of November 2f>th, Exhibit 10-A-6, 
indicates that in January ISO you evened cn account 
PAUL RIOM.M. f.i.ii — srwjewr Uiarn — 4A.J&/ v-c?« 
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7.0 j' 

«I 


f.or Hr. Jcr.srj P 0 Linvi «, 

121. DAB: If you ore specking Gn eialrbit, 

let hi'.n Gee x^imt you ere CSj.kxiis o/. 0 
0 I chow you Exhibit 6 aud I ask you the source 
of the in Serration that I-2\ Lion was president of Four 

S c a g o -g Ihrcnckising CcrwcrfitLOti? 

A This v.33 i';'it ten in nubs eluent to tnis account 

being opened, in Lcngiinr.d. 

O Mixes you cay K this 9 '* you menu, his arfix.'.afcion? 

A it says ’’Corporation and stasis of concern ccn- 


nscted wxto. 


I?} Ij Hi. 2 A 3 : F.:cd the x&slo thing* 

li -r-r. VJITISISS; Toe exhibit is a new account fora 

w oat, ticca.-: Jtaaosy 3, 1959. Ku address Is 

i5 ; toaeillo, taws, •« ii:. «we» V. Uva. Iw« «* 

? .. *_ , -T t.'<• i 

• rcctsvn' -;::ecv.txvc o- wi.s 

j j.'7 v . laera is scs-s longhand writing* Would 

Z~> \ yr.u rcu,d it, the date fcsd to on. 

» 

Ji 

2 -> j! 1/vS WITEfiSSs I think 5.t cays 11-25-59* Then 

S 1 | longhand, ar.ti f,t is written in "Four Seasons 


r%«7> }; 

J • 


7/rancjtising Corporal: ion, - re s idea t • 


23 !• BY 121.• XCSAPP: 


,, « I 
ji 

t; 


Q tfhen you ouex.ed the account, co far cn you knew, 

- y r .j* v;J3 j:- o T.ir.n*a occupation? 

:>A JL. Wl.WvlVi, C&K___ «»»«« - *«** 
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tc-j.p7.ated this gentleman would later became an 
officer of the franchising ccrDeration? 

MF.» KlvAPP: It v;as c.n inside trade solicited 
by K?. Criccains of iir„ Linn, who t;aG the president 
of ten franchise subsidiary, three weeks prior 
to the public cnrouttcansut which ?ir 0 Crirenins in 
his own letter concedes was on April 7th; a pur¬ 
chase by the president of this company, solicited 
by A iro Crimir.c three weeks before the annouace- 
ss 2 nt f followed by o ca'le right after the announce- 
laavib at a very substantial profit, 

T'v*5 crAl^t' -n* v'r .., E;rc.r-p, £ have to revriud you, 
rad maybe I ois'u.dsrctcod your response, that some 
several days ago, in our questioning as to whether 
any portion of the charv.cs in this proceeding, par¬ 
ticularly specification 1- was clinging that Mr. 

cyjQT? cTa Jt? rn r.mro??’: 
action or divulged insider infc-i'nation of Tour 
Seoct*a3 irapropsrly, I v.ri.eratood you to say no, it 
war- not being charged iv* this pr oceed log. 

Ill. EI51PP; It is not being charged, but if 
there is evidence indicating that Mr. Crii-zaina nay 
Imv?. been in a position, because of hi 3 relationship, 
to have had access to inside information and used 
PAlik i'.HJhvJ.. t-.5 P«. ~ — 0'/c*vy 7-f,U1 
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it:, it is certainly relevant, although the charges 
hang upon proof of material ins lie information 
being used. It is certainly relevant to the pattern 
of Circumstance a showing relationships with the 
insiders in 'four Seasons and thoir affiliated com¬ 
panies. 

MR. EAB: I can only say that the question on 

the record in objectionable on at least four separate 

arid independent grounds. 

Mora importantly, I think what Mr. Knapp haa 

iiov? said i3 a perfect enable of what is wrong with 

1? {! thin Charge 1 r.v.d vhcfc ic rrong with this '.‘hole 

I- 

ji-4 |i proceeding the /.rev: hat brought:. Tire charge3 change 0 

if, j IX’ery cay there is scr.atbJ.rg different* Yon just 

•j.<\ j cair C pin it Cc-v.r. to VskHI wlut it i3 wo are defend- 

‘ 

J v 3 j ; X Chink quite clafcr?.7 there are two places in 

t* 

the record where Mr* Skapp stipule tad the insider 

j 

20 traasacwions arc, net a part of this case. Sud- 

21 dealy, on the third day of the hearing, ha changes 

22 | back* Mow he decides it ir> indeed an aspect of this 


i 

. 

20 ii 


22 i 


23 i 


34 i 


ca.io. 


Hew can a defendant possibly prepare a defense 
to r. charge under those oxrcumtcuaon? 


tV-Vv/j.*, — i-.7v.Vjr>; vss-UttA t — OArjtsy voj?. 
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THE CI ; AiR:*ii!2. I fir* Knapp, arc you saying that 
this witness v?i?s in a position to obtain inside 
information but ha didn't necessarily use it? 
id. KKkPPi That is precisely ray position. 

It?JS CE&I3H&U: Are you saying that ir a per- 
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son is in a. poi 
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this, that he 1 
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Exchange rules 
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cation clan pit e 
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duct, IL* 0 Cri?s.iir.s 9 uadsr all of the circucsttiices, 
in the cs/stent of the special rclafcic*nslrip3, hia 
h eevy ieciehCotinass to the* principals of Four 
Ss'xtns, Ido clcsa and ccntir-uic.g relationship 
wish tiiSia whan his firm vxi3 Four Seasons * principal 
investment banker, and :iua pcs it ion lie vies in to 
receive inside inforrmtiem, although he may not 
have received it, tended to create a situation 
where he gave the r.ppearrcneo of a conflict between 
his o\m personal interests and those of the ievest¬ 
ing public. 

It Isis sLvtyn bean i\ very clearly-s bated 

r\*» J>« C'%»*u.vV * *■ •• Trt—'l 'fit RrxCtiTiiU I^Vd'i (•Wi r 2 
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Exchange principle or policy in those business 
e&vics cccgd tnat an Euenr.nge member not only is 
bound to coservo well-kn o~.i n legal principles 
affecting Che trading in securities s but he aloo 
is under an obligation to avoid activities which 
give an appearance of impropriety as well. 

T‘ie fact that his very intimate business and 
eocial contacts cone tent ly wero maintained with 
a±3. of these people, in the framework of constant 
ccmunication, constant contact . a stock purchase 
on terras which, if not a gift, borders on that of 
a gift, makes it*, very relevant to go into a trad¬ 
ing transaction nt a cticstr.vifcial profit with one 
of the to? officials of a Four Seasons subsidiary 


?c 


y V*rr h* r-v^ •* «- •• r, r- 

jt:..., W. UO C-l 


pvbl 


i« 
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if 
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to a 


appreciation in Four Seasons stock. 

F^al van attach 3ush weight to it as it 
dears appropriate in tluj light of all of the cir- 
cun3tr_nces. 

Tt-7, C5AIP.E&-E; I will permit the witness to 
answer the question, basically, in order to estab¬ 
lish was ha in a position and teas his relationship 
n;rch tait ba mi^kt liavc noun privy to certain 
fW.’L IT.CMM, — '.<* .-ry 4 to «purm uax.to ?-nar 
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confidential corporate information. 

Pursuant: to your own dialogue, Mr, Knapp, it ia 
not for the purpose of indicating ha made any im¬ 
proper use of it e If it is feJ.fc relevant to estab¬ 
lish tbs nature of his relationships with the 
Four Seasons vanageraent end the type of Informa¬ 
tion he was able to receive pursuant to that re¬ 


lationship, I make no judgment as to whether it 
violates anything. However, if that is a specifi¬ 
cation here, that factual line may be developed 
factually, if that is what you arc attempting 

«*0 k.'■ O Jj.ilr'lc 


t£l. KHAF?: I am saving it is highly relevant 

to ; wi.j C-\-~ ge 1, Cii3 o 


i'll, 3A3: Xo «r.at: Vi:* Knapp is address 


tel;; to — which of the three possible propositions 
is he referring to? lie bad access. He bad in- 
formas ion. Ho used in formation, Arc any of those 


three, all three, or sctr.o of those three the charge 
being leveled against Mr. Crimair.o 1 After the third 


day of hearing, I still do not knew. 

MU. Kllr.SP: I can arxver it. 

MR. BAB: I have .asked many times. 

lu. Ki<A?r': He was in a position to receive 


i • • i * « *> 

5 **1»*a. *. <v,*y .w 
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inside inforuatioa* 

I-Gl. JSAB: There is no charge that ha had in- 
"sico information, is that correct, or is it incor¬ 
rect? 

MR. KEA.FF: I V7i.il let the chargeo speak for 
thcnsel ’eSo 

Ml. EAB: Us are entitled to Itnov; what wo are 
being charged with. Either Mr* Knapp doesn’t knew 
or he is keeping it s big cecret* In either case, 
it is uni *x notice and a violation cf every rule 
I know of. How can *cca defend if we don’t know what 
wo are charged with 7 

TUE CI7//5S&E: Uo have deferred a ruling, I 
thiiik proposed by your associate, as to dicniosieg 
this c.icrga in spseifiaarion i„ Specification 1 
didn't give rise to a violation cf lew* Tfe de¬ 
ferred any ruling on it, according to my recol¬ 
lect im* After further evidence is adduced, we 
will cave tine to csknbiich ttxi typo of relation¬ 
ships described, and you will be entitled to re¬ 
new that notion* 

Id. EA.I3: Think ycu* 

HG CKAIX&&N: in the lenmitime, it does fol¬ 

io;? the line of establishing the relationships 

• > V-.W.4L — UZ.SjM?A XIA — CA/rfc* 7-5V« 
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which they described ia specification 1, whereby 
they assart those relationships give rice to a 
violation of American Stock Erchcnge regulations, 

K?v. CAB: l£ Kr e Knapp x?ill not specify whether 

the charge is access or possession, are we required 
to go forward and disprove possession? I suppose 
if it is e charge, \<c should be required to do so. 

If it is rot a charge, then we are wasting every¬ 
body's fcituoc 

Ail I ci\ trying to find out is what is the 
charge so xiz know what we have to respond to, I 
frackly think I aai entitled to have the panel 
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regulut 

ion, 

be 

li 

ttle reason. 

I would 

thi 

.nk. 

that 


think it was necessary to rebut tno3e. 

KR. EAB: 11.tit coy be conceptually so. As 
e practical vattar, we just cannot gaubie that 
the panel will agree vrith cur inter pro ts.t ion, Since 
i'MP jY.v v' _ 


ivwtzn »-» a/wu? *.*«» 
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Crircuvin rj-croas 
ou:* motion was denied on tbs lsw 3 assuming ail 
those facta to be in evidence, as the panel must 
a 3 suae in deciding the notion, we don’t Ionov 
whether we have to go forward on this question of 
whether, indeed, be bed possession of inside infor¬ 
mation? 

Xi72 CHfelSSfAHi Hro Bab, as you know, you are 
charged with engaging in an unfair and inequitable 
course os conauct, bsnng une qvna i«roguintory 
standards of the teriean Stock Exchange as well 
as other national securities exchanges. I don't 
thiJ.'k it is possible lev: ma to recite every fact 
that would give rise to a violation of fcn&t scan- 

C:CI2T%i Ot* COUcc*»v»o 

After tha evidence is adduced and the totality 
of i:i -.2 conduct, the relationships aad the transac- 
tic as are er.gcved, it will be for this panel to 
dctoru’iro whether to think. that conduct is of such 
a nature to be, in our view as businessmen and 
pereovis engaged in this industry, to have been 
unfair, inequitable arc not to asot the standards 
tlrat all of ue have to conform with as being mem¬ 
bers of tills Exchange„ 31 don't think 1 can be 

any more explicit. 

rRSAilvl, C.S.ft. — mynftn t,ow.iti - c /**r i*ewa 
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rR, EA3: Thera is a very narrow, specific 

allegation. There are two possibilities. 

I don’t understand why Yc ?» Knapp, after hew icany 
years of investigation, two years since tnc repert 
V^ic \7£ itten, is not in a position to say whether 
or not the Enchase is no:* charging Crircains 
v;ith possession as opposed just merely to access. 

I thinh the panel could probably recognise there 
io a isignificant difference. Ii « Knapp c.oesn t 
laiow no:? tjfcet ha :Ls prepared to prove and what he 
is prepared to charge, I su-rcit we are all w*3t- 
•? *";r? «*vervone a tihre. 

*,ai, I thin’*.-yen are entitled Co an 

answer to his cy* 10.-3 ties. I csn tracking Cnargo 1 
s'laic;*: ,f iir 0 Cr5.rs.iius established a close 
. rt ., ; ■ .. .-‘r v-h: v-.jr.tionship with principal 

J . j , | * • 4j* ?. X . .J i '—»V^ v ^ " * •* ** •• 

C • 

officers of FJill coraisnciag in the ovenier of 1968 
r:.:.d thereafter he veinteined frequent end close 
contacts with such officers throughout most of the 
period covered by the report. Ho opened a~*d ser* 
viced brokerage accounts for these officers at 
Walston." 

Ieain the process of going into, very briefly, 

*:? v CSi - ti the ' tide ccx::: c£ conduct involved with 
Ci.R. - .'XWKTE# - ?-«» 


E-219 





T 

J 

*1 

2 

3 

4 

5 ; 

6 I 

? li 

3 j| 

i 

O ? 

f 

?.o 1 

i 

u H 


£.2 


?.3 l! 


34 H 


*3 > 


7.5 ' 


10 


> >! 


:o i 


•>« 

•"* ;j 


2-2 


23 j 

( 

'<& i 

8# I 


Cr irnmna - croa s 45 8 

the -brokerage accounts, including fchic Linn pur¬ 
chase of Four Seasons stock before a eignifleant 
announcers i'.t. 

Following along the lines of tin charges, he, 
llr e Crluuaiua, was active in assisting FSi'I and its 
affiliates ir. arranging certain finane irga. Ac 
a result of this relationship, Kr„ Cricstins 
frequently wes in a position to obtain iuferaration 
concerning Four Seasons which had not been pub¬ 
licly disclosed• 

Tin CiiSiJJ-J&YJ: 12c. Knapp, do you contend 
thah tea witness here solicited this particular 
transaction? 

11F.. Kl-iV? i?: it is conceded by the witness 

!\2J7T,£ qJ*x ,■> 

• • - - • » L v- ll in.cC;> JL- • «-* Uuud i.a 2. 

corporate emsev-ncerant wan ebevit to be srjade? Is 
that 2’fwr cent cat isn't' 

25P.IUC/iPP: I will develop it ar»i let that 
ccnclitsion be for the panel. 

Ti!F. GE^.D’JL'U'T: la that whit yen hope to estab¬ 
lish? 

131. KlffiPP: Ycc and I will let the panel ;r£ke 
a daterjfjj.natiovi c;n it, I went to show the frets 
P''Ui I’V.t'iA'V C' .i . •** fit-WVT? KWD'CT — &>•;*-/ »•«» 
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Gud C ire U21S tC • 1C S 0, 


MR. *J;ZIT:An: You are referring to tbs Lina 
purchase c If I anderetand you correctly, you 
caid he vjse r.a Insider in Four Seasons? 

ITXo KI3\FP: He was the president of Four • 

Secson3 Franchising Centers, an affiliate company 
of Four Seasons set up sca;e fcice in January cr 
February of 1953, which T .:as the vehicle for Four 
Seasons entering the franchising business, which 
"ras announced and lir. Crii-aaiue concedes it 
in his letter of Pacetibas.* 7th — for the first 
>• r-> •vi’jMp''- -i «•*.—? icv'.o 

Tiie record ciii she:, 1 there wac a trcusiidoua 
Ci-aoaat of trading activity before xitii after that 
svi*aotacoir.ar.t, rihn a va ty ,'jbr.vp rino in the prico 
of .•.•'err Joajor..j «:tcch tnlloivirg the aarounecnaut• 
Firo^ that per.:: on, Fcur Seasons wont to its cli- 
fi’-K: high of 13D on a pre»&plit caeis and 91 
on c post-split basic, 

iBEdM&lJ: Well, do you lraan to indicate 
that IS:, arinoi.no, as a IroV.ar for Walston, had 
were information. than Tir. I.irn and that Critrains 
solicited the otter freu Linn racLar tliaa Liun 
craivig to him arc girl: * tl:a order? 
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KR. KilnPP: I e,-a taking to. Crirmins* own 

testimony, in %'nich ho stated bo thought the stock 
vjas going to have a lot of action and that Linn 
should buy it* it is page 149* This it Mr. 

Cr Ic/aino* another: 

"1 thinh it was purely a market situation. 

I den* t think Jiicsy had owned any a took in Four 
Seasons, to say knowledge. I thought the stock 


xo {] 

i 

va-3 going to enjoy a 

I 

2?. 

ctlon in price va& I 

i*» i 

! 

stock.” 

•» f. jj 

ii 

Thoso trar*^ act 

M j! 

Ij 

it conceded - - occmri 

25 |j 

i; 

23, 1969. He, Criiuizii: 

Ic'i j! 

>.i* writing„ ai,;a.'id "ot 


uaa rcado of the frauahiso prof,raw, of which Mr* 
liT-n war toe chief officer, on iWril 7. 1.959. 

IJk. £AB: Thin fcr.o beau a cent ter gun of 
aisiropreoeatatioae and it is right in the record. 
If you will look r.t page 147, you will sea the 
daio on r ;»fcich toLinn j aided the Four Seasons 
org.auir,acica, which is several xonuha after. 

3®* KkAPP: I arr, answering to. Baruan’o ques¬ 
tion, 

i-fc*. V/iM, C.S.H. ... fiV.y.v:« bstfcrtt — ca->-/ 7 -wjz 
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3I!*5 CKAlPii. iS3: Cc;::o to order a moment 0 
Gwtio:rea, speak ore at a tira, She panel has 
difficulty under there circumstances and certainly 
the reporter door.. !-2r a Knapp, wfcea you finish, 

LIi*o Sat ’fill have the fullest opportunity to 
answer „ 

LJR, KKAPP: If you Icolc at Exhibit 6, dur- 

**»3 tha aoxsfch of 1-Ss.rch ?ov.r Seasons ranged fce- 
trevovj r lc« of 66 era a hieji of 64. The 64 level 
;:as reached apprcxireatoly a week before the fran« 
chioe annoinvar.ntmt 0 

ti'ro firmcnior. r.taetsrcerr.ei**: t?ao released 
oi ii.jvrf.1 7th. there c: halt in tracing for a 
i; ow iic**r.'D., 1’Le s&oaa cliitbsd all the vay up Into 

*" *- } *■' * 4 .C.*..<3 i‘ -J.y'l w >. ;& } tiu Wiich tljOS 

hr, Li wit, wt.io j.ii tekou ui.s position between 48 
aud 50 it*. Kfcvch, sold out feia 3600-shcro monition. 
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1 ‘ • 
i'Ui« 

LS'.Vh 

&i?: 

you 

see.; 

•Ji, 

:G:/.'/.. 

fit 

t — a 

K.vy : 


E-223 






462 


yr> J 
tl 


•4 •*" , 

. *• Ii 
*» 

.i 


(! 

»r ;i 


* 


< .T , 

6 i| 


X8 || 


24 !i 


Cc iuaiins - cror. 9 

this point. 

121. KNAPP: I am letting !L:„ Crlaiir.s* state¬ 
ment star.c5 on iXc own weight„ Those are hia 
worda: ,! I thought Che stock v;as going to enjoy 
a pretty substantial appreciation in price and 
I said ho engirt to buy none stock." That is a 
solicited order froia X: v - Linn, baaed upon Mr. 
Criranins* belief that the stock was going to 
enjoy a pretty cubatcniial appreciation In price, 
and cna -Task before an auoounaeiuer.i: of great 


significance, 


Kk. ESUU&H: To clarify it in i?.y irdnd, you 
arc saying that Mr. Cri:. ovine uigkt have been privy 
to 3CC-3 iv.forcation in r oc era- end lug the stock 
to Linn, who was an insider cf the ecrepaay 
e.t tea tijiiu t 

Nil- i'i-JAPF: :< think that is an accurate stats* 


s& 

1) 

\] 

s:-a:iC. 



ii 

ij 

T.H2 

CHAIKIN: That is what 



plore in 

your interrogation? 


ii 

T.p 

KISLPP: That * s correct, 

r» 

i! 

* n 

UA« 

Il'AVAli: But that lir. L 


this? 

v 

ik*. i caacot say vliat Ur, Linn knew 

FAli}, r.vV\V'7\, Cl.’Jb — JVj-iCV! U'V'ttn&i —■ C.\rti;y 
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or did not know, fcacauca vc haven't e retained h:la. 

He is not under our jurisdiction. I will soy, 
of course, thr.fc he v;as, according to the account 
form, the president or e-ha president-designate of 
tho Four Secsor.s franchising operation, 

TILd CIT/iluel'AI'T: Hr, Knapp, aren’t you really 
telling us that aaoag the matters that are going to 
be presented to uc hare.> there la certainly ths 
possibility that you are suggesting ox* indeed 
attesjptirg to establish through evidence presented 
through the testimony, perhaps of Hr. CrStrains, 
cast La (Sic r»«.v-5 ins ids inf oriiii t icn, and with that 
he r'■.vcoisiisuaed tt.e check, which is just an iiCproper 
tte j oP insicsir iaSterrAtiort, if you can establish 


•; «• v 


ha V.eji wiiaurstccu -ivrlijr that that line or 
t/nat type of 2v.hi21.1ce really wasn't the subject 
of this charge, as > understood i t 9< I think the 
panel raemhers agree with tie. We went through a 
rather lengthy dialogue about it the ether day when 
certain questions arcs(5, 

Or arc you tellirg us that this is one of the 
irany thing a or relationships or possible activities 
he ~.i*y nave u/ijigoci i:a* it is up to you to prove 
i-VtU!. C r ; .i . . id^rvH f:C?xr« — tester 7-cr;j 
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tSl. KKAPPs 1 think that hits the nail oa 
the head. I think I r.ade it very clear that 
proof of guilt on thaoe chargea does not rest upon 
the illegal ur.e of inside information. 

THE CITAIIttfAtl: Standing alone? 

Til, KrlAFF: Standing alone. 

TKU CHAIKlIiiN: But It taay bo one of the 
var5.oi'.a factors or activities ho may have en¬ 
gaged in? 

SSR. KI&PP: Access or uso of inside infor¬ 
mation, if it is ettablished — a - .id 1 leave the 
conclusions t:o the wane?. — is relevant to the 
pattern of c /•*. HsU%Ai«4^ up the basis of 

? "'Hr*. t* o -> 1 T'* •! •-/. *1 ■?* v'r. ’’ r*•;» f* 

iw Vjt* :Aivivih: X think I now understand you. 

I vr-VJfc ony t aisundaratoed ynn the other day. 

Ilk, PAB: 1 third: this is outrageous at this 
point, They have had this report. They had a 
full inquiry. They have keen preparing this thing, 
they say, for too years, and Kr..Knapp is not now 
prepared to ray whether the Aues io charging uoe 
of in a Ida in Conan t ion*, i era not even clear if they 


c.ra charging taut he i»ao miy in ilia possession as 
?.VJL tvlC.VJn, C/i.p.. :,v ;;o»v:-c run.tli — r/st\*/ 'u:iXi 
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Cr israilUS -C3TOS S 
opposed to access* 

T32 CHAIR1JAI’: Ac tfea sana ties, it must 
have baao clear to you and Klt Origins for all 
tuece months that: those specifications carta inly 
would £;o into lifcorally all of his relationships 
tti'd transactions with the insiders of Four Seasons 
and would certainly explore into bin activities 
in -• our Seasons with custcissrs as wall as for 
hio ewe. account* 

G&vioua ly , curing the course of exploring 
t.ioac actlVd.tu.os aiici relaticaohips, X ara certain 


»n '!» *? A* 

i.-livU* .T.U 

could 

not bo msxpec 

ted that if I 

23 2 

isd 

certain 

ice ter:* 

.a 1 in format Ion 

as s resr.lt 

of 

those 


and rood it. or 

did not use 

it 

In 


ciuaatstloa :;ith cus toL.rr teaustfctlcno, it could 


tv:- '.rail tLa court* u£ these pro- 


cucd/.ngo c Ton wcnldr, f t fcs totally unprepared cr 
■.: w'vrpn.rv.". tact cccv.C/.’eu during the course 
of tho hearings* 

iiG. I3Ai5: I v5.ll try r.u.o tell you exactly the 
boars for wviat i m saying* Sure, there are 

a lot of >.<ac?:gro»*32 facta which racy corns out at the 
hearing. 

Au cere poir.t, h-;.'.7T7er, tha cc^Iiiia trotf.ve 

j\ Ytj fV.WJTr# R.VC-ATE1 — e.V;S»y 7.3MS 
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Kr* Lir.n's account for $75 a share. 

ITS CHAIRMAN: Ivhatevcr you arc saying is 

\ 

obviously not evidence. I appreciate your trying 
to enlighten us. 1 will permit you to resume your 
questioning of Hr. Grinins with respect to this 
transaction. Counsel, you are free to renew your 
motion at a later tine. 


BY m. KKM'P: 


Q 1 -- ° Crisnains * in addition to the three thousand 
ehai*G3 purchased before April 7th for Hr. Linu, you also 
purchased shares for Hr. Julian D. Kslsia, for whom you 
p.ciu%f.»it3ed m Eoco , .'.r** rT-p*- 

****** * J *‘*** v*. .I* c'.‘. «L v w { 


A Yes. tract date wan it that he purchased the 


stock? 


W ;i 




Q i^r. Linn, between Kerch 21st and April 3, 1969. 
” ou a *- so Jaai^tained an account for Hr. Julian D. Halms, 
is that correct? 


Q \hro subsequently beertre a vice president of Four 
Seasons Franchise Centers? 


I 

22 A 1 b --- icve fas and Me. Linn joined the company 

23 ln che late sv&OTer of that year. That is tbs thing the 
|| record should note. They V7are attorneys in the State of 
j Te::ao duri ”3 tfaio tiate and did not have any affiliation 

P/iUl. f ftC/Wyi, CS.fi. — stbowy™ aswra — tv^fc>r 7-om 
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cj.fi.c»5ticc 09 to thic transaction, perhaps you 
could have your associate place a call to Walston 
and just verify it. I believe Mr. Bab will be 
satisfied, aa to their monthly otatea^ants, whether 
the dates reflect settlement: cates or trade dates. 
l think we ought to have it absolutely clear for the 
record, 

IIP.. FAB: Just for the record, I v?ould nrrr 
WiiOle tnii-g io totally iry/iQCsrial. I den * t see what 
relevance it has to anything. Whatever it la, it is. 

TIi3 CKAlRMilH: Subject to that connection, Mr. 
Knapp, you tiny ocnainve. 


3Y 1&. iaAPP: 


XU I, 


& rj 


Q Ihr„ Criscaiiaa, I refer you, so there will be no 

c 

j clou{: tb page 2'i of your Koverobar 25, 1969 

ji '•'-Sui.tsuny, i rotor you to line 9, at your initial inter- 

1 ; 

ji rogation an Erchaurje renrecentative: 

ji 

jj Question: Ec-w did you pay for the shares," re- 


}' r 

20 j ferring to the unregistered shares purchased froa Messrs. 


TTu S 


«H 


Clarl:, Bouse and Gray. 

"Answer: How did I pay for then? 
"Question: Yss. 

"Answer: I wrote cut a check. 


Queouuon: fou didn't borrow any c-ioney to pay 

PAUL ir2.Ci.VJA, CS.Pu — r.vr-carvps wscura — cArej-j- 
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for them? 


10 I 

n I'i 


"Answer: Wo, but I sold a one securities to 
pay for them* 

•'Question: But it yjcs & cosh troncaction? 
"Answer: Yes. 

"Question: Is there any amount, either from 

tnafc cr anything else, cuing between you, on the one 
, f.ud Ksficic. Liifli'ttj 1 j3us£ cr Gray, on the other? 
"Anchor: Lot ire hear that again* 

"Question: Do you owe Kr« Clark any tacney or 


•? r? w 

t; 


r i 

12 S ctoes he owe you any money? 

I 

*3 ! "Answer: I era 12?. Clerk, Kr. Gray and Mr. 

L‘j | Corse cct.» sawKsyo on c? second coraitasnt, which I am 

i.'i : paying si:: percent interest on* 

| 

1- ji ■■Q'.iaiticva: That is the second 10,000 shares? 

"Aajwer: that’s correct, I paid half of it off. 

{5 I coj 2 the balance.” 

•! 

“•■ || mat was ftiaacratca on e.t line 19 by you: 

! 

^ "Answer: Tfco first 10,000 shares I paid for 

21 ur.d I taluk half of the second 10,000. 

2ji "Question: Was that half of the second 10,000 

i 

23 paid at the time of the transaction? 

2- v "Answer: Yes, sir." 

|J Vx* Criwivlca, was not the clear purport of your 

; Paul FkavJA, cs.rt — .rirorvT-i riC-'snwi — 1^:97 i-tvix 
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toutin'cay, vhich I have just read, that you had- paid 
$350,000 to Manors. Clark, Eouca cad Gray, represent¬ 
ing the full purchase price on the firot block, and 
$150,000 on the 3econd purchase, representing half, 
for a total of $500,000? Was that not the clear 
purport of your testimony, and that you then owed 
$150,000 to Clark, 2ou.3e and Gray? 

IHi. EAB: I object to the question,, The tes¬ 
timony is here and has to ba read in content. I 
tarns «;a responded to this in the answer „ This is 
m. e Ca 2 tsstiuioiiy 0 He t?as wrong. He trade 
a ini»fca?«s 0 

Kk. KFAPP: Nr, Bab is not under oath. 

li*i. EA)3: x 0;a objecting to the form of the 
Vocation no being improper. 

**•*•-' I Llilt-k tea ate ten? ants speck for 

thenceIves and therefore Che transcript. I assume 
th^ra hr.a bean a cor.cossicn, as I understand it by 

the ‘“•Xcv.cr, teat those res ponses were not correct at 
that .Ulna, 

MR, Also, the portion vhich Kr. Knapp 

did not reed when he picked out erccerpts from this 
appears at page 25: 

"Question: To ycv. hjxppen to know what the total 

PAUL PROMM, CS.P. — wasTW3 r.Ts;ao» — aA.<.:c* 7<;a 


E-231 



9 


b 


i i: 


3 


4 

5 

6 | 


7 


9 

10 5 

IX J 

32 j 


?.?, ■■ 


14 j 

^ I 

33 !•! 
.1 

17 li 
it 

13 !! 

tr« ii 

20 : 
l 

22 | 

1 

i 

22 ;.j 

23 


« 

7A ! 

r 

i 

4 ' *• 
<0 | 


CrtD2ixn3“cro3s 476 

anurunt of the Indebtedness is? 

"Answer: Wo, but I can check it for you.” 

Then they go on into further colloquy and the 
testimony ha then read is given in this context. 

THE WITNESS: And shortly thereafter, I supplied 
the Exchange, in a satter of days, with all the cor¬ 
respondence, the figures and everything. I went 
down there without any knowledge, just ac this thing 
car;e up before, having no records at cry disposal. 

I was asked to recall figures, trade dates. I gave 
them the figures and stated I would do so at that 
preetince, and with.?.:- a natter of days they had every 
piece of correspondence 1 had, including amounts, 
dates, everything. 

111. IAS: That is Exhibit 10-B, which was sub¬ 
mitted by the Exchange, cud the letter io dated 
December 2, 1969, six days after the deposition. 
bY I•£. KlliPP: 

Q And in furnishing that iitfcrustion requested by 
the Exchange, weren't you doing no more or lees than what 
you are required to do as an errployae of a member firm, 
under your own agreement to abide by the rules of the 
Exchange? 

151. 1?AB: Objection, what rule are you speaking 

?AIJL FRCXViM. Cn.R. sraiorvn sara-nro — BAre** i-mi2 
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Q ttasn’fc it a material fact, Mr. Crimed, ns, that 
when you were called in on November 25, 1969, you had 
$1,000,000 of Four Seasons stock, albeit lettered, and 
not worth that, in your opinion, and yet you didn't 
recall just how nuch you owed to the persons from whom 
you bought the stock? 

A. Tact*a correct. 

lu\ e BAB: Objection. The question characterizes 
it t This ic restricted stock, it Is not worth the 
r.arkoc value, which I assuzta Mr. Knapp is character¬ 
izing cj the cp-tae valve. It is an argumentative 
14 jj w.iccharacterization of the facts. 

1$ ■ Q “ C no? * ti5: - tact that you did net want the 

■ C j A:ro: - : ' cr: - Sfc03:? SssotceQc to ?,:new, on Bevea&er 2.1th, that 
17 | yen were indebted in tha crc.r.ut of $420,000? 

*3 j & Absolutely incorrect. 

,S * |j " r - re-1 conveyed ca impression that you only 

29 i owed them $150,000? 

A • 1 s ‘ :r -{:cd i would send them the e:-:act papers. I 

22 3ent oien everything I had in ay possession within a 

i 

5 # | matter of days. They had everything in tliio building, 
j ^ But a $297,000 error in stating tfca amount of 

23 :5 70ir - i^obtedwass, wouldn't you a-rea, for a man of your 


| 

29 || 


11 5 

ira f 


£3 K 


or; i 


frvdL C.S.R. — rra:or.7- r.sycara — iuj,^ ;.«« 







V 


IV 


I 


K>! 

5 


jq ri 
») 

5A i! 

' i 

i 

I 

. ... ,f 
-w ii 

!i 

h* „ 

ii 

>j 

£C j| 

x? i 


20 i 


2Z i 

l| 

25 I 


«*> a t 

t 

t 

7.5 • 


Criuu»ina-cro38 478 

particular circumstances, viao quite a material dis- 
Ci-CiJiitiCy in c matter or debt owed to Che officers of a 
public company? 

ISl. BAB: That is not the charge. Tha charge 
zd that the informalion given was materially mis¬ 
stated. 

TIE CIlAlPJfAi!}: Hew do you explain that you could 
make sucii a substantial error in recalling to the 
staff reader who war. interrogating you about the 
amount? 

auB i?.Lii7EbS: During thi3 period, as you will 


ratal?.. 

everybody 

in cur industry :: 

to put 

it HiIdly. 

I honestly made 

<* . » 

1 had paid 

the first commit 


-a-uirg, iitZj yourself and everybody el 3 e on 
"■ tC: i''» a^j a-:- uocza a day. X was managing 

f'-'-A-cc w.rCh rcuglily 1c or 17 brokers. It was a 
grotty hostile schedule. 

fJrtuou.. renerence to any notes, just ceiling in 
cold and sitting fre-a 9:00 a„Q. to 5:30 and being 
asked questions by four different people in repid- 
f:«.ra succession, I had no way of checking. I said, 
*Let me check it and I will send you the papers.” 
n»^I CI.Aj.luL'iIi: Uaro you asked to bring any 

—■/ j m or.’/ - -* •» i ^ 

«— S'.Cv'OTm 1 ? RU-Crrca — GA/c.'cr 7-GW2 


E-234 






Cr trains-cross 47 * 

documentation with you? 

TIE WITNESS: No, air. 

THE CHAIRMAN: Were you told as to what areas 
the inquiry would be developed of you? 

TIE WITNESS: No, sir. 

TIE ChikiEolAN: You knew it was in connection 

with Four Seasons? 

TEE WITNESS: Yea, sir. 

m. KM??: May I resume, Mr. Chairman? 
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'o yc u 3 c. zmjv tantia 1 portfolio 

of a to ar.s of your own? 

"Anvar: I would ray a fair portfolio, I guess. 
Question: la Four Seasons among them? 

. Answer; I o:m 3one Four Seasons, ye 3 . 

Question: Can you tell rca how cany shares 


ji you cvm? 


"Answer: Sir hundred chares. 

Question: that is the total amount of stock 

rtAtti rnr^iM <*• p ^ 
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you presently own? 

‘Answer: Yen, x cm not talking about Mont- 
gorasry Ccrapany. 

Question: I cm talking about your own private 

ownership. 

"Answer: That f 0 right," 

tfow, if you go down to page 20, the Exchange had 
to obtain a list of shareholders for Four Seusono as of 
September 5, 1969, which indicated that you owned not 
600 shares cf Four Seasons but 31,200. 

la answer to the first question put to you, 
aa to your ownership, did o:«iernhlp cf 30,000 chares 
Barely dU ? your eie* or aoeaps year mind, or «es it your 
ir.aenty.oa to alolccd the Exchange as to the true extent 
o- •>and the scarce of these holdings? 

ihisiLcally, the question wao asked, when I was 

called ec*Tii, as I ca■*d h~ ^c 1 "" *.3$ <»:%#«•«*- . , 

9 i - '-*■-9 i^iwLouu any prior notice 

- " rt subject of discussion was going to be. I 

was focusing all my attention on the market price, on the 

listed marketable securities. This was in November of 
1969. 


I had just purchased 600 shares of stock, at 
rougnly around $82.50 a share in my account at Walston, 
regular listed marketable securities, lly whole focus 

CVU]. C:1R, — s7rv:T)Yrt R=p5ft72t — n^«i5y t-cmj 
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of sitting there, net knowing what the subject of the 
conversation was going to be, was the marketplace and 
trading securities. 

I cams hack on page 21 and I said — which Mr, 
Knapp hasn't commented on thus far -- and basically I 
talked about tl?c listed marketable security. I will 
read it: 

"Teat Is letter 3teak. Your question v"S 3 in 
\ny account., Walston & Company. That is marketable stock. 
This is letter steak you are talking of here. 

"Question: Wall, theca 31,200 chares — 

'’Answer: Tec uia correct it. Two hundred shares 
cr It eras a stock dividend. I had given 200 shares to 
Fordhoa University as a gift at the end of last year. 

They didn't transfer it sufficiently cut of ray nana in 
i.ixia to pun it in the university c vtari?.. The two hundred 
shares X have subsequently received from, the transfer 
egevit and delivered to the Fordha.a account. 

‘'Question: Thai?. 31,Cl0 chares of letter stock 
were corned by you on September 5til? 

"Answer: That's correct. 

"Question: And are still owned by you? 

"Answer: Yea, sir. 

"Q how cud whan vaa that stock acquired? 
i'Ahl. JsiC’sVvM, CJL.'t — CiTj^r.va tzTcccnr. — e*r**r i-er,i2 
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‘Viiicwer: I bought 10,COO shares of that stock 
back in the fall of 1968, I believe, and that split 
2-for-}., which imkes 20,000 shares, ar.d I bought 
10,0C0 shares in the spring of 196S. 

‘■Question: The stock you purchased in the fall, 
tbs 10,000 pre-split chares, what did you pay for 


them? 


«j! 


*7 Ji 


v j; 
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"Answer: $35 c. share»" 


Then it goes on. 
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Q I refer you to page 171 cf your interview of 
January 29, 1970, in which you ware asked about your dis- 
cloc ■J'.ro to your firm of purchases of 30,000 shares from 
Ifeoaro, Clark, Ecuso c". Gray* 

r 'C;ua3t:loa: Did you aysak with anyone at v?alston 
* bout this wrarcastiott at the tiuo? 

■•anirfer: i:cj I £si.t it was a psroorxl trans¬ 
action by ny-seli. I felt it had no bearing on our firm. 
Since it was a lang-tery^. caa^utiaeui on uvy part, i felt it 
teas ray own private business." 

Wasn’t that your attitude wlien you were called 
down by the Exchange to explain you. 1 .* own dealings with 
the ieciders of Four Seasons, that ycu felt it was your 
cun private: business and no affair of tha Encbaage? 

IS* 3A3; I have tc correct this record. We 

C♦ A 5 •* r*r- #\ V* ». 4 ,r% « n 

1 * *w«.» a Uui .im/ •»* (ri^i**rVi'2 (U> , 3 aUI •* *vV*ckjy 
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ha/s to read the next paragraph. 

TiE CllAli'ftAN : Let him answer this quest ion, 

I will permit you to clarify it, 

Ti-IE WITIHSJJ: Just read the question bock, 
please, 

(Question repeated by reporter.) 

A Yec, that *a correct. 

fci, SAB: What vaa loft off there follows what 
ivTr Six tar of the Exchange asked of Kr, George 
Cabell, who was the vies president of Walston-legal. 

"Zucfcsr: VIr. Cabs 11, is this tyra of trans¬ 
action cci.irith..:^ which w-auld uorttally receive clear¬ 
ance or you would wen!: to clear it? 

'CnLall: i!ct normally. This io a private 
icatuar tattexn »•>:, Cri-ur'.i'a and tin- parties he is 
tier lire- *;ith. 

"Zucker: So vour nttituda would be that be was 
perfectly correct in not hrinking this to the atten¬ 
tion of Walston? 

"Cabs11: Tent r c correct." 

Ifl. KITAl?: I will leave to the panel to decide 
whether tie, Rausehiftan * a version or it:, Cabell's 
version is relevant to the circumstances of this 
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^iR. EAB: I oubarlt there la no inconsistency 

in Che testimony. 

BY HR. KNAPP: 

Q Irr. Criiutaina, ve have been through a lot here 
tae las>.. few hours and the other day. VJould you give, 
icayoa once ciora, an explanation to me and the panel sod to 
tue E..c'ja.»ige as to \'r*y 9 of all of the stockbrokers In 
the Baited States, you were singled out and selected by 
cho p^ar.v.’.geci3itt, of Four Seasons to be cot only a purchaser 
of c substantial block of their own personal holdings 
ci' i'Ov.c Seasons chares, out a .‘.so teat you were peruiitCed 
to purchase Chose shares on terms which, according to 
Dtr f fnir-srlnded par non, would regard as extremely 
gcr crave and liberal? Would you care to explain to the 


w ~' u * ^..cgef;se oy >.u3 asaftcgessnc ci: Jour Seasons, 
and specifically I will ash you, was this in consideration 
o.. su..vices rendered and Co be rendered to Fever Secccno 
iii prelecting activity and iutercuC in the stock — 

MR. EABj Is 2fc . Knapp prepared to stipulate 
that no other registered representative on Wall 
Street — 

TEE Cik'iUC’b'uT: Would you break it dovn into 
separate questionss let hfca answer, if ha hss an 

S\V. .W»1, v.b.R. — sr.’i/CTVpj w?itriw >— (uw.* 7-s;i 
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opinion, why he was selected« 

M?.. KHAPP: I wanted him in his own way to 

explain, under all of the circumstances, to the 
panel why ho was selected by tha irons geissat of Four 
Seasons for these particular transectlens under the 
liberal credit terras involved. I think the question 
here ban been raiced and I think it is a legitimate 
question, I think he should be given every oppor¬ 
tunity to give his cm explanation. 

MR. TAB: Uhafc question is now pending? 

‘.CIS CHAIRI'AN* Without having it read again, 
as I tandorstand it, do«a ii.*. Crlnmias have an opinion 
c.n to why ha was selected by these three insiders 
of Four Sacaans to receive this stock at rather 
ftf.v >kOi.. , o:.* at a price less than the current 
rarke.", cnJ it ur.s at a subs tc.’ki ini discount off 
the curre.uk uorket„ 

iili. FAB: X don’t think there is any testimony 
ha was selected. It way his testimony that he asked 
to buy sene. 

Ye,2 CnAT.BiiAN: If he has no opinion, he has no 
opinion. 

THE WITtj.SS: I requested to buy it. They turned 

»wa'.* v:.i-3>.r ccvtj.Cso U‘3 tor my $4Cb,CC0, wiiic'i 

rib : ?. R-V'biV*. C.i.fi. .. lW.U7.Vil P.r-— 8AT-SS.VJ 
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is worthless today» 

DY ia. KHAPP: 

Q On that point, Kr. Criirains, it is a fact that 

yo<x paid the second 50 percent icetailicent on the first 

purchase in January 1970, is that correct? 

A I believe that's correct, yes. 

Q And that was after the matter had been called 

to the attention of the Exchange in your interview on 

kovovibor 25, 1959? Is that also correct? 

A The payment had no bearing whatsoever on tlje 

jj 

12- | fact that I had a cresting with the American Stock 
Exchange, none whatsoever. 

Q ]>ut the payoiont was s?ac*e subsequently? 

A That's correct, 

iw || Q But that payment should have been made in 

2.7 | J-ily, according to your original arrangeiaenta with I-ir. 
iLG j Clark, is that right? 

I 

*0 MR- SAB: You mean .according to tha note. What 

?,i} ever the note is, you have it in evidence. It is 

At your exhibit. What does it oay? 

A?* KS» KrAPP: I think the agreement speaks for 

?3 itself. 

254 MR. BAB: I agree. 

Si* Q Would you care to tell the panel why lir. Clark, 

PAUL Ft CS.rt ~ rrc«rrY:»2 rurcirrat — aAntoy 7-wia 
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Mr. Bouse and Mr. Cray would sell you 30,000 shares of 
stock for an initial payment of $7.65 in cash? 

MR, EAB: It has been testified to twice, as 

far os I recall. 

Q Or would you prefer not to make any further 
ex? lcxatJ.cn? 

A I would prefer to answer any question of any 
neither of the panel regarding the purchase. 

Q Hell, that is my question. Mould you care to 
explain why you ware given the fccrsca of purchase? 

IH. BAB: It hac bean asked and answered 


twice. It in not a direct question. It is an argu¬ 
ment, It la a peroration by counsel. I object to 
it aa being an improper question. 

Tii2 CIlAIiU.AK; If ha has no opinion or thoughts, 

he can oo state it for the record. I have some 
Inter flucstic.-ns ?u this regard e 

MR. KrA?P: In that case, I have no further ques 
tions of the witness. 

1112 C&IIPJ&K: You will liave to refresh my 

recollection, Mr. Criisains. The first public offer¬ 
ing of Four Seasons. I believe, was in 1968. 

THE WITNESS: May of 1968. 

T63 CTIAIIillui: Was chare .a subsequent public 
PAUL FRO.WA, CLS.fl — rrvxinra atf«r?rR ~ e,veicv 
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AFTERNOON S3SOION 

2:00 P. M. 

THE CHAIRMAN: We will resume the hearing. 

FRANK J. GRIM M I M S reouroed the stand 
and testified further ns Follows: 

TK3 CHAIRMAN: Mr. Oriiraainc, I want to go 
back again with respect to this June 1968 visit¬ 
ation to Four Seasons. X think you testified 
that Mr. McCollum requested you to make that 
visitation. 

TiH WITNESS: Correct. 

T£Ti5 CHAIRMAN: I am trying to get a little 
move o>: the purpose of your visit. It is my 
understanding that Hr. McCollum was at that time 
on the board of directera of Four Seasons. I 
^ wIiHJ W W w I ».*■ i-t-1 t i I find him reflected 

in the May prospectus as a director, in the Four 
Seasons prosper, bus of v'ar ?.963„ 

Obviously. Uc.lstcn to Ccj-ipany no doubt had 
access to financial information and what the com¬ 
pany was doing by virtue of the directorship. You 
vrsrc already their inver twp.nt banker. You had 
ur.dert ? r it ten choir stock, so you had assumed that 
relationship. 

1 a.ts trying to get clear in my mind exactly why 
PAUL. KkUj’AV:, C.S.P. — SKMCTY?..* RS?CKT£R — E.Vdrv 7*»32 
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they would send you down. Did they contemplate 
you writing a research report, or did they want 
your individual views on a new nursing home 
approach or technique? Why were you selected 
to go down? 

THE WITflSSS: Let vre step and think. I 
honestly don’t know why I-?;:. McCollum called me. I 
knot? Che company and I want to be responsive 
to your question -- I know the company visited 
cur Chicago office right aitex I waat out there 
v’itii Paul Elliott. I was leaning pretty heavily 
cu Paul because he was our special situations 
analyst, tie had not bean in New York and X guess 
G..>it.ea x.aatoci w.e to look at the facilities for 
t T iiTi 1 don’t know way tic called 

me. 

‘i;.IE CFAXfiv A?I : I If.d you vado it known to 

anycna that you would litre to visit Four Seasons? 

THE WITESSSs No, sir. 

TI3 CIvAIPilYN: During your visitation to 
1 - ouvr Seasons, did you have any discussion with any 
o..neer or director of Four Seasons about the 
possibility o>: «iu additional public offering, a 
secondary? 

PA'Jb FROM!A, CiS.il. — sisnotyte repo xoa — rA/csy 7-55:2 
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TH3 WITLESS: No, sir. 

TH2 ClTAXlUM/vtT: Did yo;xr visitation result in 
Walston's preparation of any special research 
report on fan company? 

THS WITK2SS: No, sir. 

TIE CKAT'INAN: T. think you testified that in 
about Novaicher of 19C*3, you node your first 
purchase of the restricted stock? 

TIE WITNESS: Right. 

Ml. DAB: The arrangements were made? 

TIE CiiAlRKAN: Yea, the arrangements. I was 

■curious becni'-e I noticed the gentlemen you pur¬ 
chased the stock from x-rorc also sellers in the 
Roccmhsr secondary by I-'cur Seasons. 

* T V• ■ ?;• " » fj ?» , 

1 J •« A «# 

*2 j. 1 »i 1 w.'^ ‘ iJO/.cJ C tUyCll) i.vl olo 

okzuuZ of etc :ho Accord lively „ :*rhy were they will¬ 
ing to sell you at that tii.c because obviously 
it doesn’t appear that they would have a need for 
money because thay were about to sail a substantial 
block in a public offering on or about the current 
t.-srket vali-a of the stock. 

TIE WIT ESS: Again, T. had asked to make the 
Pu:ac.c.. They could hawe said no and that would 
P,A*JU f : ftO.V.i*/\ CS.R. •- r.T:ur.vz nwer/M — t»Ar*iey 7-cu?. 
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have been the end of it. 

THU CIlairjtAN: Why did you think they were 
interested in sailing the stock? You must have 
felt free to approach them about it. 

TF3 W'CTNUSS: I didn't know that they would 
sell the stock. I knew 7. would lose half of my 
position with the Montgomery Company. I stated 
emphatically that I evidenced ay displeasure at 
it to senior people at Walston. 

I was not interested in seeing half c£ my 
position cut back. I wanted to basically in- 
u£c*ciso it. ’.•..'.•at ?.s when I asked if 1 could pur- 
cncice long ••teem unregistered securities. The 
•.ctc:l <i 2 iisroi* iiji to watthar or not they would 
sell thcia up to those three gentlemen. 

i:hZ CikVj.hh/hJ: had you expressed to those 
gsuklcnan your dis a nunintment in Montgomery’s 
decision to sell the stock? 

TIES WITNESS: I thought it was particularly 
my own concern. It had nothing to do with them 
at all. 

THE CFAT.RI il'JI: Did Walston & Company, during 
the years 1953, 1959 or, indeed, 1970 issue any 
’escarcn r*aports or rccoiGaendations as to Four 
C.S.Ik — srr; mvi>c Rrrcr.rr.i — c/.-tUy 7-0932 
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TIS WITKSSS: What period of time? 

TEE CJJAT.Mk'vN: Well, take the years 1968, 

1969 or 1970„ 

Tills UHTT3SS: T. an trying to recall 0 I know 
Walston was very, vary sensitive about issuing 
research reports on the company because it was 
such Gu actively traded issue, I would say tney 
did do c revert which X believe was cone time 
ir* 19G9. Sort of a corporate finance emanated 
from Chicago, from the corporate finance depart- 
rer.t* It was after a great rauy other firms 
in the Street bad written up and recommanded it, 

TI;E CHAIRilil'i: Did 3 ^ 0 x 1 have occasion your- 
seif to reccT'oev-ci Waist on writing a research report 
on Four Seasons? 

T->r'i7rr*f!0• T’ 7 '- r-*y** T Vr»d cc M * M 


'CHE CEiXIU'AN: Obviously, there has been a 
suggest ion throughout the entire presentation of 
the American Stock Exchange case — they suggest 
that in return for the stock you were able to pur¬ 
chase from these insiders at a discount from the 
current market value, perhaps they wanted soes thing 
»*AU1. iT.OiVuVI, CS.n. — savc/iYr:: Mfc/iTrft — sAj«i=y t-osu 
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% 

i.ii return froji you. 

TIC Wj.XKKSS: That ic not the case at all. 
TEL CTiVl.RIOVi'i: were you ever asked to per¬ 

form any services by these individuals in con¬ 
nection with Four Seasons? 

Ti-IS WITEESS: No, sir n 

TH3 CHAIEtfAIT: Did you ever have any dlocus- 



cions x;ftk thou ’ 

! 

" ! 

of Four Seasons 

a j 

1 

I 

spaoiaU.st? 

1 

12 j 

TH'5 vvT.a ASS 

f! 

1 * 

'•pjy a;r: <t yyvA 

ii 

or rGeonrami to ■ 


T? r l CTiLS&iM: Did they ever surest to you 
or rGcc:rra-.vi to you that you i*se your influence > 
to have a research report written by Walston about 

i! J ivi* £ !*cl£ O'J i 

i . '.'nU i LJ. I ty.Ui. 0 

TilT CZiAIfd&K: Did they ever ask you to use 
your efforts In interesting institutional accounts 
in the securities of Four Seasons? 

Til!: WIXKSSS: Ko, sir. 

TlTTi CITAVRiAUI: Let's go on to another area. 

1 think there has been certain testimony that you 
did have occasion frequently, perhaps, to talk 
to Mr. Clark, and tv ary of those conversations, 

• * - lb •“. \j 11 A t .... c. a*, ow a r re ,t~r. *-* rA/.j^/ 7*2932 
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ar;d asking hiva anything about any of the affairs of 
Four Seasons or what his views wore with respect to 
matters concerning Four Seasons? 

TtIIJ WlirjJSS: A specific phone call for that 
purpose? 

T'-K'i CHAISMAJJ: Yes, just for that purpose®. 

KIS WlffiUS: Mo. sir. 

US CiJAIStfAl?: There lino been reference in the 
toctiuony to an announceiucnt by Four Seasons to 
engage in a franchise type of operation. I think 
there is a reference that that ennoivaceicont teas src.de 
on a: about April 7, 1S "< 9 P Diu you have advance 
.cne.'. '-U'-it nnuvuticeiivfsav- >-oulc! on wucs? 


concept vjith i-S.% Cierx or anyone eiae os: 

Four Seasons prior to that ennouncsisevit? 

T>.ti ivXiUiilS: Tito xinar-.c&Hg deal was done away 
frea Ralston & Company, We had v.*o knowledge if it 
vjas ever goivig to be o. ccsisisnnated piece o.c financing 
because it wasn't done through the auspices c£ 

Wal3ten. 

ITS CEAIEK&N: Assuming that Mr. Linn end Mr. 

Hepure7 r.-\.C their Four Seasons stocks prior to 

r 

—\ % • /• ^ *■* •■> 

.. . .-u.u»o..s. — v.ljxvvp.' Mu-ornua — e*vacy 7-«52 
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die asmcuncenant of April 7th, are you stating that 
at the time of the purchases you had no advance 
knowledge that an announcement was about to be made 
au to the franchising operation? 


THE tJXTi-IESS : 

Tint's correct. 


THE C!IAI3n?H: 

What did you say Mr. Linn's 

occupation wn3? 



t-rrmi 7?cc * 

Weil, he and lrJ.3 partner. 

Mr. 

Helms, had a law £ 

imio X think Hr. Linn was 

dis- 

trictr attorney of ! 

Hansford County, Texas. 


ms cmmuis: 

And Hr. lielus bought two 

thousand 

shorts o': stock *?: 

f.th f*ho settleci-nt date of 

April 


11th? 

MR. RT'APP: Settlement April 11th; trade date, 

April .irdc 

TtXS CnA'-i'-UAh: W«s this the first titce Mr, 
rurehered ree*n*?. ; :i?s ':b>ron*?b vrm? 

* ■ m + 

Vs C kiiLhSS: I am not quite sure. I would have 
to look at his account page. 

VilE CHAIRMAN: Is it your testiiecny you did 
recommend this purchase to Far. Helms of the two 

thousand shares of Four Seasons? 

• . 

TE2 UITEESS: I was bullish on the stock and 
the future of the company. He had ashed me what I 

Ct5.fi. — srciory?: rx;c?.rw — B.vticy ».»« 
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thought of the cccmltiaent, I said I thought the 
stock looked like it had good potential and he 
bought the stock. 

THE CHAIRMAN; At that time, had he had a 
securities account, at an earlier time, with Wal¬ 
ston or any other broker? 

iilE Wlfii'jLS; t con 1 1 believe be had another 
account with halstou 0 I can't testify as to another 
account vjith another broker. I wouldn't know it, 

irti CI-IAlkrifn;: Who made the decision to make a 
one hundred thousand dollar investment? Was it your 
recctxrsnda fcion, or did ha make a determination as 
to tfca amount he would invest? 

-r-^. »*• a *ils >*: it was up to tnua. 

•* 12 C&Vifj-ilK: iieoarse as a fir it-tide invest- 
u <- ru. .. t. a t v.nev tuS.s man's worth -- it was 
a sizable iavestiaant. 

ll.v. Iviiiiidt*: I be 1 ?.eve these follows wore — and 
I don't want to get info supposition, but I believe 
they bad a fair amount -- 

l.iiti LilulIJ-ItVii; 1 on had si duty to know something 

about: their financial circumstances. 

Tali vViiiXSS : X had every reason to believe a 
ccruiteens of tint siao would be satisfied. 

* - — .n ;y,\p; n&zzxr. — e/uct/ 
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TIE Ci-TAlRl't'iN: Was it a rear gin purchase?. 

THE WITK2SS: Wo, I don't believe so. 

‘.CIS CWAlilMAW: In other words, it was a cash 


transae t ion ? 


Ti*E V7ITW2SS: Yes, a cash transaction. 

THS CHAIIIK.':!]: I have one other area I would 


S !| like to gc over with you, and seine of the members 

t! 

$ |J of the panel will have some questions, too. 

1> 

SO jj I think tiiere was sexa testimony that in about 

8 

i?, jj January of 19-59 -- and you, yourself, didn’t have 

Li | a clear recollection as to precisely what date — 

1?- }| there was a directive within ’-.’a 1st on & Company to 


terminate any free t bar solicitations in the stock 
of Four Seasons, at least for that tins* Was that 

(j * X‘ r *C.'*~ f -V i*D “?* ’• -*-p r *n1 1 r **" r'* ^ <-/•, rrnr- 

rslf •?.: d the s is other rentiers,:, Is:. ITissan, 
or was it a directive to all account executives or 
*rrwn of Unit hoi: S: Ccrxany? 

fan*: WITlUiSJ: I not quite sure if it was 
allctnconipaosiiis. I just do not remember. I Say I 
refer to it? 


2S ! 


1152 CIIAiSIKiiJ: \es, of course, 

(Witness refers to document.) 

TIE CFATl'.U-.Y-IT: Tula is a January 16, 1969 file 


r : a ( i) ,a« a* / .> #, 

v.. t rw.n'.v, v.b.il — ; cMra:: -*?c.r<n — EArCsy 7-rus 
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memorandum of Four Seasons Nursing Centers. 

Ml. SOUP.: I believe it is 16-B. 

MR. KIIAPP: 16-B is an earlier memo dated July 
2, 1963. 

THE CHAIRJ-IAH: This is January 16, 1969. 

MR. KNAP?: I believe it is Exchange Exhibit 

16-0. 


THE CHAIRMAN: Mi- 


bean ei-caai.niYig Exchange 


Criian.ns, you and I have 
Exhibit 16-0, which is an 


internal Walston menroranduir* dated January 16, 1969. 
Would you not agree that in reading the Memorandum, 
it indicates that the direction to terminate 


r» ol :lci tat 1c« v;a s 


obligated at Hr, 


Nissan and your- 


S 2 /.f? 


l£l. TAB: The direction frca whom? 

T7.-h CHi-.iriK.iJ: I csatrc.a frcm Hr, A. J. ilmifcclirja-j 
ol: tlie legal dapartment, 

III. r_‘-B: Lut not frCi.3 the i-uiax? 


THE CHAIFd-iAH: He. It is a direction from Kr. 
Rauschraan, if I read his cianicraudum correctly, 
directed towards yourself ar-d Kr. Nissan. 

THE WITNESS: By the Uhls ten people. 

THE CHAIEHAIT: Yes, end it further indicates 
yen had agreed to cooperative with the directive. 
PiTC/v-iv', &§.•«. .. fvr»r.?2 .uvcsor.i — aA.-e.*.y 7<r,:z 
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TIE WITEESS: Correct. 

THE CHAIlIMnN: How long was thi.3 directive in 
effect, iir. Cri*rnins? 

WITEESS: Y. don't believe it was in effect 
for a very ior.g period of time. I think soxs cor¬ 
respondence started to ensue. This is only my best 
recollection. X believe come correspondence began 
between the president of oar firm and the American 
Stock Exchange, and we were guided by Walston & 
Company in this matter, 

TJIC Cil&IZt!?*&$: Eofcwithatending this memorandum 

i nrlf.cntra you agreed tc cooperate, did you take 
objection zo this directive? 

*W r ' l/*T n V ,T ?C!*! • V»~* 

%• ; r.j, * 

-*'** :.Wr bid you feel it wasn't approp- 

>V*lw i'.i-: ? 


r t 7t* rr* t--' . n .*• . • 

W .t, •.* t-l JO » AlO 9 0 A~C f 


"..Lb TAi-I: Will, to your knovjiedge, did 

anyone else at Wainton take exception to this direc¬ 
tion, bsCc.UG o you have indicated that further 
discussions wer« initiated with the American Exchange 
about this matter? 

TIE WITKESS: I wish I could refer -- I believe 
■~r a•: the senior rjauagerwint of the firm took exception 
P.VJl. PbCiiYI, C&PL — zrczrr.-n p.nw>ara — 
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to the feet, end again without having the actual 
letter before we — I believe Mr,. Fleming addressed 
a letter and stated the firm stood proud in its 
knovrledge of its relationship with the company and 
saw no reason to cut this imposition on the Walston 
& Company brokers. 


KR. E&B: 1 don't want to interrupt your 
examination, but if it is a point of information, 
it in contained in the report at page 44 : 

"however, in the latter part of February 1969, 
Walston indicated to the Exchange that it was 
rescinding these* restrictions on solid tat ion ( H 



Crvi i.iiVii'I i 

What 

na. 


Repo 


.»ia Its port or Investigation which 
is marhed for identification. 

AtUi Ciiiii.vi.v~ll: Read it again. 

Ilk, Page 44, the last full nnrar~r&“h cn 

the page: 

"/is noted in section 6(b) above, on January 8, 
1369, Walston's compliance department, following 
informal discussions at the time with the Exchange 
sturf, instructed Mr, Crinsains to ce-ase the solici¬ 
tation of customer purchase orders for FSH stock. 
x.n>#true i.loas ok Similar pVv.’por t wore given by fciie 

I-/.- J!, rIi,' (/ CL.:j.Ri — n.ipnu rmr-rirm — ca^>/ v-c.vj 
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firm to Kr. Nissan on January 16, 1969. However, In 
the latter part of February 1969, Walston indicated 
to the Exchange that it v?as rescinding these re¬ 
strictions on solicitation. 1 ' 

THE C.'ilAIRMAN: Mr. Cririalnc, do you recall 

having a. discussion viith Mr. Rauschman with respect 
to this directive? 

TIT! WITNESS: Yes, I remember speaking to him. 

THE CIIA.IRH&M: Do you recall as to what reasons 


TV 

: 

{i 


i'x) 


but 1 certainly ad 

• • 

! 

r,»T , O-fA r rt» r.« »iT . 

jlHJ:. wi-.i-iliu i-Ai: 

•? 
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li 

ij 

fl 
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tie corn; idcrat iers 

iV 

li 

have been of so :xt 


m j; 

I* 
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! 
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wore advanced i:c you by Mr. Rausch-inn for this 
directive? 

THE WITivEES: I don't recall them right now, 

but V. certainly adhered to his recommendation. 

GL-TAIRJL:"iN: Well, do you resiembor any of 
the- cotsidcrations, bee «■—• SO i would think t hi s woul 
have been of oerse significance to you? You were 
very high on Four Seasons, Ycu bad an investment 
in it. You had rcccrnianJerf it to you?* customers, 
and all of a sudden you were being told you could 
not recommend the purchase of a stock which you 
felt very highly about. 

THE U1TW25S: Also, as an officer of Walston 
&. Company. I wasn't going to go contrary to the 
wishes of senior rr.anagaraenf, 

i 

lV\Uk SvlC.MVv Cllr.fb — srciaccc WTtr.Ttn — T-e;i2 
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THE CHAIRMAN: Eat didn’t you dcusand an 
explanation of why you were being asked to do this? 

Tilt! WITUESS: Naturally, we spoke of it c 
That is why Hr. Flaming, in his subsequent corres¬ 
pondence with the Ams:c 5 stated the firm’s position 
that the}** felt they were adhering to all the rules 
and regulations. 


IIET. ClllIBiiAN : As you understood it, did this 
directive have any relationship whatsoever as to 
your csseolation or affiliation with the Four 
Seasons canagemanfc or the company? 

THE WITNESS; Rot to ray knowledge, no. 

THE CHAIRMAN: Wouldn't it ceem somewhat strange 
that while all other account executives in the Wsil- 


ston Ckrvurny could apparently continue to solicit 
the pturehacu cf the ctcck, this directive was 
directed to only two account executives or managers 
in the entire fire*: your ml:-: and Hr c Nissan? 

TIE WITNESS: Wall, vra were among the larger 
of the retail brokers in the firm. Maybe that i3 
why it came in that v;ay. 

X17I2 CHAIRMAN: How many account executives, do 
you know or do you have any idea, did Walston have 
at that tiros? 

VHjL C5.fl - tt MW! nWtra ~ kwi 
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Tiffi WIEIESS: I would have to say in excess of 

7.400, 

ThE CHAIRMAN: So, hypothetically, 1393 account 
executives could continue to recoraicend the stock 
bi.it Mr, Kin can and yourself cculd not? That must 
have struck you c.s bains somewhat strange, didn’t 
it? 


TBS WITN3SS: Yes„ 

TBS CMAIilMAN: But you have no recollection 
of the-: reasons advanced why two of you had been 
singled out, and apparently at the indirect sugges¬ 
tion cthe Amcxt lean brehanee, to tensi.nst to the 
solicitaticn of hour Seasons stock? 

Ti-iZ KViYT.SS: l think chat memo says that the 
.wc.w.’—».a j. v as.'’.i:'.g that r u ivj.ssan’s so.*.uc.i.cucions 
be held up, and at the suggestion of that, Mr. 

Kaui -.‘rin di^cuosir'* niturtier, that 

regiuat on th 2 car': of the .has:; neat to the senior 
i:.nnag(*i£fiVit of the firm and they juat wanted to 
conform in every way they could with the Anax 
request.. That is the wev my name comes into the 
me.no c 

'MS Clil13MAI!: Ip your only explanation that 
lx, Nissan aii ycur:elf ware probably the largest 

»•* t:i.up .in i'.O'.■?f.m 
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r:;od;'c£v*s la sills usirtiswle.r stceh or had the 
lav,;;cst cvstoTS?? interest? 

IIS VY.T-S&yf .: V vcuio say ci?sntg the top four 
oa* five :lr. iho iJi::.*, ren,. 

* 

ipi r "'lV'. -Vj the clr.i;-. Ravunhcicr. iirote 

: ;ho c.-ir.? cm Tcvvrry TSfcb — aiui tills rosy be 
In t* : rici)-: ’ —• *4>nr; Isa sxs&xq of you? o*?r.srciilp of 
•sr-i; , , :or ! t i ' dec3C4.‘S ? 

’.tli-i •:m ;: r.rly :.ro pwrcaass. 

TXT C^AlKS-Xir!: IT? 4 vrl^i.-’nfi. v tlifnl: it Is 

.icrtir,L:ly uc»*«-.?a* * ihctjks'V i:ti lAecair-ss ai;d the 
Iv.yy.y thr;S y .312 <r:;viously Vac. occasion s t:o accept 
•ins elicited r::na"cs: in Terr ieatoas fret) jovr cus- 
•iO;'f 5 :s and m> c-cnnrii.cn io vac airiand fir,* rurebaae of 
,?©r>.r Senecas stoto you? cu3tc.«i?s. 

Tv-:i~7, cmy of »:Uc-£s cciWsrr.avi.oisk: relatiag to 
those p'.inches as or thc.it & alios ; xc.c that natter, of 
iv.vi: caasonr.. did ;x ciiiclofla to any •.t?s<.oo?.r year 
tv-asr.rny.J.p of fcfca r«- ; trie toe steel; if Four Seasons? 
'.’aj’ WriT.ITS3: T ccr. : fc ?#•*?.« 1.1 row, I nifty lu?ve 
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RIfiht. 


But you d id a 1 1 snake i <z c. prcc- 


line to p;ot 


»< V. •»..<. 


r.vtp r.;*'r* •* C7.TM . 
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•*. U'j Vilsl - ,«•«*! • 

trice to Ulcclcae it? 

TJT. VTiTlvUSJ: Ifcst'j correct. 

To?. C don't think r. have any further 
^ixotions. X think other mstoera or: the panel n>ay 
have cor.:a additional rjuosfcio-iB of you. 

!‘fl, 5:CUU: X have a couple of. questions. I 

% 

beck to the purchases ox the 
freed. ©»; the uavtcot vain3 at the tiao 
you av'fcerr.d into the two agirecnents for the two 
•*.'j-j;,.::. : .;oc-r»s c;>: 10,000 rt-oroL 1 ., oh?. rfliffcrenti&l in 
veI'oo ijctnocu ti.a v-.ru.ee vou ac,to«sc; to t-*jr “to the 
then »•.r.vaiiiivi soarket prices, in the aggregate, 

. jV.;»' ir. a u-’.-v "i. oi i.-j'tY-’.rcc. Pc.casand dollars) 
a.; i aeruecuV 

V '2 tyiyysss: 7 won?/! rnv 

l : i. SOh‘S: X Skint: it in yreuty clear and X 
Shiv. 1 .: you hava r.'.voio* tb:.£ u , anar.ci<v-er.t didn't need 
to s nil stack; or dicbi't »v*oa t:ba r--oney fror-i the 
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have. dona nothing and the" v-aac'etl nothing? 

L’Aii: V.ny I juri'c say this: I think you 

a:;e niacin" Hr, Cr rlx.c- in & very unfair position, 
T. can give you a cony Ip. c.:: reasons vfcy. 

•• :< s know, f:or k:cd;;:J.c, no:-? that Mr, Clark has 
eor-victsd. Me pled guilfy. We 


naan indictee ai:w 


ir.jf'v oiso teat in tbr.f: patter one or the considera¬ 
tions io that the insiders were trying to get out 
o2 Vc. . " ipace:>c atook. 

e k»:r:-?. f/ .vi. or, that ntthref]aasit ly, in 1959, 
through i ---‘ e5 - recounts in Moisten of which 

T .t ,, -. • .. •. ., . . • • 

• - • c - ‘ i, ‘ ••• * • *.;*.• i. 1.v5 j .'.CJ 30 

c*.vv.;^u r:.;, v-^ *?2:ce ala a 3 cock 
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.*. s b•/■«* ; .* W 0i’Ji' j ;?**.£ WinC^S ^ iC 

... LrC .. . .. .v . i . 4 .' «.' ,.CCCS j.;!*- 

they wvjfct.U to got cut of the 3 tool:, 'ihsy 
J/'*: of ei 

. trou.-.r- rrr'iee. 'lie paivai tuat had a claim 
t the irOlnzs on li'-h-i;;, v-a be ing Hr, 
n.s, e.8 c :-.*a».:vU .r: which that; ia vfcv he didn't 
.;. 'note„ y. ; : v, 

Levant at uni* point. 
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'iT;S C1?A?X*\AE: I think v?o can take initial 
notice that obviously c-na individual wa.a indict ad 
and pled guilty: it:.. Clark. 

HI. 7A?: And .23 did McCollum and Miller, a a 

•tel?, ns I'r, Clerk. That is v.Tiy I think it is in- 
&p«n:op?£c&a to nek him about third parsons* motives. 

KT;. ?n’A??: Lot tea record show that Mr. 

Cr:b t-, linn was named ns a. co-eons pivot or in the 


/•*! n*0# >p :* 

v.*.v -;.i* O 


TilC CiiAXlilAT: «ui not a defendant. 

T-o_ jv\7,; Vts?rt t j.“‘jr in this area — and 7. don’t 
i-I ;!_a '-hi a. \c> a 7 ;-'’ircvriate fee you •■•* but in 

<hb’i, ‘>;o contacted Metis Cray and 
.. ? jj r -.-« eov'” d S'C’t ta cr" 

,-r live t;o:tir r;y„ Mr. :’ev.B 

t r* ^ r* «*yV'^ 

v ^ r * v v ^ v*p.OOl. VTHO 

i.’. ct>;~i>.aa?. Jo:.* Ton Cray, vhicb has a bearing on 
this end tells us why i'r. Cray won 5 ;: appear. Also, 
"-re -icre; ion. of the relskionobi? with Kr. 

O: i: .-iains • 

7 1,3 \;ora waa.blo to procure a similar letter from 
t ; c; v t. ij-A '•;• ;-rr ;cr lit. Clerk in How Tori:. 
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* ■*• i 1 ,i -'' ■'■■ Mr.y t^'„iO£*s uiyanli; «:o !*<■, Sour 

tvo i-r^hcw-e'c ^o-iUicr. is tfcafe tl.c cir - 
'j.Uwj v ror t.€.:•• i-.^t or ?0 ;.a::cor.c per ae flees not 
* *■•/* ***• err.-eeo' v.:.';.c ;V.r ‘ ■'Voe ate'’*'« 

r.-.jlee \j v r.r.nh is o.v pert * cf.i&r* 
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Cr .'.juiivta -crocs ->•<- 7 

wV'.d still have th.it j.cr.itj.oia in licnt^crcery Company, 
■which is also *• or this ns, of brying letter stock in 
Four Seasons on credit bock in July of 1967. 

i'\. SOUK: Uao this not arrange a by people 
other than yourself? 

^7 ♦ 1 i . IVVi i"' • * ■ 1 o ^ 'Vi*' *f' *t{" T y* *' *■* Q /*% /? -t ^ 

!» fc-A * . 1 C OO. k .i.CCCt iU d Q jCCU A. u 

ti\'n::nc. I :.Lon arranged by the Montgomery people 
through the 'first iTctr.cnal City liank. This trap.a- 
notion u’.'.-’n’. : : 3 eon 4 *c re. in any shape, wanner or 
fern, to he r.r.v different than that transaction. 

Ae a responsible officer of ths firm, if I 


. I •’ i - > \ *t 


• A' ■ , ■*•« •■ " • ' 1 - • • •. . *i • * » V • » < V“ T 

; i. • ft *! ; • . % -r . u*.. ,<^ •'•I#»i •» j i. 


certainly »v®:;l.h» T fc lwrrr.4 enteral into it in tbs first 
*■.: V.jiOi- vso ..' ^rTt- irv *•;;.£ i\z'x-.” alone fine ar.d 

’! / ;•*»•• '•*> •:•>•: •,• ,*-:»• '•r*oTfr.^* f-iOve 

• ft.. . * v* » .... . '«■ . i/.. .u «... «««• ft..*. V • .«V ..,-j * •• 

li. / 4 -u**i » • #*> a.*.•£»• u*\2sJ 
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hk. sour.: Just r.s c :rt.ri:e;rent yMcIi you ©ay 
cov.aont on, it rca r vO *:«; ;s:e that your owe privets 
pu.i.'cfe.se of let’-ierr ”took ir entirely vuroxateo to 
the Koiitgoravy ; urckac.o.. ir u»y c.**n isiwi, simply 
thfit ,-.vre xxs aymrige'j by •t.-.v:ior people i-.n ./nuii.c.i. 
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c.'--r.;:e? y<m r.ry hcva felt it vaa quite a noira 1 
i ir.zvnu .o * iven* letter stool:, tut you bad 

::ovnc ti;s i vr.:.' : r‘,>iliCy of stool: at a SO-povcr.nt cia- 
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.... ... -V (;Cowt.* r-£> a ravor 


•r . " 0 '.*. i*• •r : Ka* ’ ( rt ;.c:: to r»'» e ti *? t 


o -c :«r,,..v*:jr>5 ~5'; on a occ’.oi'Pt. 
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rt: >i.a:t vtaw it a'r- .iu individual gw 5 not 

to rt-.y of ;.*o c fallo..’ port nor." fcljp.fc 
lenity hc-i cctia Glct’p; end could be CG'.sn 
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V:^ r:.T&25S: Well, juot to paraphrase briefly 
:»>. -.ac'i-.’.ri> cr.d I-Ir. Cabell* g ocoueure, i ixsllcve 

it v-o.. *al yr.arc aft or the period in question 

that lie lira cho’sc to put in r.oco foru £ ne»? set of 
ruic.cs'.jLras for account GX-ccutivci:, fcvrnKtr* 
r-\, v itiiv: otoivieojd.ors. if you vill. to adhere co. 
t’cu there been nonetai ng in effect. X would have 
r.dbered to it. Thsve is no qusot'icn of it in icy 
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r.cco*n.fc «:? :uu'l t had to rx''-'c !:t T .r, blip r.vci itlale 
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Cr innun .*« -rod irec C 

included in a conn any registration abatearsont? 

- • —* 

Ho, s.ir, 

“n wovaiabsr, 1959, before the Exchange, and on 
flacaraber 2 nd you furnished the 'ucdarlyir.g documentation 
with respect to the restricted stock purchase* In 
ITcv amber cor ’December, or indeed in January of 1970, did 
any one at the Exchanfca, on the staff, advice you that 
there was southing improper in the purchase? 


ac, s :Lr, 


iH?.. ITA??: I object to that, I think it io 
totc.i7.3r irrelevant to the issues. 

• '.(/’Vi C;A.iOV>ii: X will allow hiba to answer it, 

Q is. avy ti«.a fror* t‘;e Cirre of your er&aination 
L)-- the r.:;cbane.s in 17ovtree:-: of 1952 until April 1970, when 
tv rdivif-: ;:r>; ''feyp^d in :‘.;ur Stators stock, did anyone on 
or toe -1 j.'-ifxi.*'-* oj.oc.. ..ii.n^o cti^j,.<c yc.u mat 
fcha tra-'.'jr.ei.ica was improper nr-; ask you to rescind the 
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ion? 

Mjf 

•* 

A 

Ho, sir. 
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I-ir, Cabell v:a.j the vies pres5.davii:/le£al 
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on, end hs accca.psnied you to the deposition. 
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is that 

correct? 
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-v'.e i 'x „ Cabal'j cr auyrus sire at Walston over 
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Os: iflEtnr.ns -recror.n 


1 -Hl* BAB: I don’t bno'? what this is material 
to. Is it a claim of imyropsr use of inside infor- 
rc.vion? I object unless I kno’i? its materiality. 

Q Did Kr. irjl-ji'j vr.oUa a profit on eh a transaction? 
A Yus, ”00 mad3 a profit* 

Tdi: OITA^-AH: This has arisen ones again. 

Did l.'r. rl r ih.v~ call you ire:-?. Taxas to order you to 
purchase the stock? I thick you r&coismendod it 


ru: -ixo you xrj.tv. 


ais a phone call to Terse, 


to interest kin in :?oir: Seasons on that day? 

Xt-32 vriju73i]3: X cm not Quite sura. I don't 
j’.i:Cv7 j..i I <••■ lie or not* j. a chore eras acne v.a - y 
//'• '3 . r^c.^% **’*. ,» X r 3 -* •* * ;* fv 7( 2 I i;*^*5 Ti'vr.c I 


; l 


■"oulo like tl:<? record tn bo absolutely certain 


r- .• *. ,* C* -. ., j . Si * .. 

»• ■ •••■•« • • •• *•* *«W • •• m . » ■*. ^.i»« uV«/> 


» » .... . 1. .. 


-*■•••* • m) sj.m/ y--tf.. .. .«c_ U /.O? 


TIj; yiZZTrlZ: bate:-: in t!ia yaar, yes. T. kr.c’-J 


t^> < .x • .5 
/*;•> > 


i:a c.nri Mr. Linn vers lr.-.r partners together. 


T-U’i CliAirjlAl’I: In 'c.’r.at csrr.aitv did they loin 


OO ■* 
• n. 


* Vi**?' • -» ** r •%• . »• #v *'•«.•' . #•<*•* O 

L-i*.. J.t« 4 r.O« !•> Cv-.i.O'- 


S J 


TDTi VJrir.'iUS: v rould cay .rpprofits *c!L7 in the 


;vv;5 .pi-trrtor, Linn !:••oav.s r.resident of wouir 

1 r ’.* n *»7* •'*••• **n J r* *■•••**1 V v '< ’‘.Tr.'e*"- • >?• 

*• • « w- v • %. <. . v.i. * ..»/ k. .■ ...• »•. . . «.. * v.t — f < « r < «'»■ ^ .'4 »'C v« 4 ^J V • ». 

*. ; tf -V. .V.- • '• ^ 1• .# j > • ii ., .C.r.4 •>» u.«fM\v i. 7- 
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pres idoi'.fc, 


'LiiZ : Bid they discuss wifch yen, cfc 

i 

11 abort i:no time. of this Jlpr.il trade, that they 

I 

vec;ii.cwp.-.a.i.-ed j ck.t: it >2 i/our Seasons? Did you have 
;; any knowledge that they tore having discussions 

;l vich Four Sees one at the ttea? 

i? 

'■ n*r.T"' Vi*!** ^T7.“»n . •-». _ t 

.5 4-tf^, Ho. sir. 


.... ; ! 
.1 

1 *5 


x.% I 

.1 


i..d?i ‘.Jhiijj.v'.AK: i*o«! diu th y first bacorc-e 
acquainted with Four Seasons? 

TT Tl‘iTjV'JS: I believe Linn cad ICr, Clark 
bac; ’room each other for many, iacny years, lliej' had 


i\ ZC.\, 
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•-*— •• • ui.'.fc*. .j j.a ope a at tccotat 
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r . .1 

5 w /— e 


^-.d you solicit the onenins of 
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